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Message  from  the  PRIM  Board  Chair 


October  15, 1999 

Dear  Participants  and  Beneficiaries: 

As  Chair  of  the  Pension  Reserves  Investment  Management  ("PRIM")  Board,  I  am 
pleased  to  present  the  fiscal  year  1999  Annual  Report  of  the  Pension  Reserves 
Investment  Trust  ("PRIT")  Fund,  my  first  since  taking  office  as  Treasurer  &  Receiver- 
General  of  the  Commonwealth  of  Massachusetts  on  January  20th  of  this  year. 

I  am  happy  to  report  that  the  PRIM  Board's  investment  program  is  in  excellent 
shape.  While  I  have  identified  several  important  areas  for  improvement,  the  core  of  the 
Commonwealth's  pension  investment  program  is  sound.  The  pension  system  itself, 
however,  remains  significantly  underfunded. 

The  PRIT  Fund  ended  the  fiscal  year  with  a  return  of  12.67%,  outstanding  by  any 
measure,  but  even  more  remarkable  given  the  way  the  year  began.  Just  two  months 
into  the  new  year,  by  the  end  of  August,  the  Fund  was  down  almost  12%  as  the  world 
equity  markets  responded  to  various  global  financial  upheavals  (e.g.,  the  Russian  debt 
default,  the  Brazilian  currency  crisis,  the  failure  of  hedge  fund  giant  Long  Term  Capital 
Management).  The  PRIT  Fund's  performance  rebounded  in  September  when  markets 
began  to  stabilize.  By  the  end  of  December,  the  six-month  return  of  the  Fund  had 
improved  to  3.03%.  The  Fund  returned  another  9.35%  in  the  last  six  months  of  the  fiscal 
year,  which  provided  the  momentum  to  propel  the  Fund's  annual  return  into  double 
digits. 

The  PRIT  Fund  emerged  from  the  summer  of  '98  with  strong  performance 
because  the  Board  and  staff  maintained  their  long-term  investment  discipline.  That 
strategy  of  "staying  the  course"  despite  market  turbulence  paid  off  handsomely.  Be 
assured,  however,  that  our  commitment  to  the  investment  program  is  not  the  product  of 
blind  faith.  During  my  first  months  as  the  Board's  Chair,  I  initiated  a  thorough  review 
of  the  PRIT  Fund's  long-term  asset  allocation  plan.  Asset  allocation  (setting  the 
appropriate  mix  of  stocks  and  bonds,  U.S.  and  foreign  investments,  real  estate  and 
"alternative  investments")  is  the  most  important  decision  the  PRIM  Board  makes, 
accounting  for  at  least  90%  of  long-term  performance.  Based  on  our  review  this  Spring, 
and  in  response  to  the  Board's  recent  progress  in  meeting  its  6%  target  allocation  to  real 
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estate,  we  wore  able  to  adjust  the  Fund's  interim  allocation  to  domestic  stocks  from  47% 
to  45%,  thus  reducing  the  risk  profile  of  the  f  und. 

Equally  important,  and  for  the  first  time  in  its  fifteen-year  history,  the  PRIM 
Board  initiated  an  independent,  in-depth  look  at  the  liability  posture  of  the  Fund.  The 
"funded  level"  -  that  is,  the  ratio  of  assets  to  long-term  liabilities  --  is  a  key  determinant 
of  any  retirement  system's  asset  allocation.  The  PRIM  Board's  actuaries  reported  this 
Spring  that  the  Commonwealth's  retirement  system  is  not  as  well  funded  as  we  had 
thought  (and  as  others  in  state  government  had  asserted).  We  now  know  that  the  78.2% 
funded  ratio  reported  by  the  Public  Employees  Administration  Commission  as  of 
January  1, 1998  was  substantially  overstated.  Using  the  same  data  but  updated  actuarial 
software,  PRIM's  independent  actuaries  calculated  a  funded  level  of  only  72.6%,  a 
number  that  PERAC  has  now  essentially  accepted.  The  second  phase  of  the  PRIM 
Board's  review  —  an  "experience  study"  comparing  PERAC's  underlying  actuarial 
assumptions  with  reality  —  indicates  that  the  true  funded  level  as  of  January  1, 1998  was 
closer  to  66%.  Even  including  the  PRIT  Fund's  strong  investment  performance  over  the 
intervening  eighteen  months,  we  estimate  that  the  current  funded  level  (as  of  June  30, 
1999)  is  less  than  73%. 

These  findings  —  coupled  with  recent  reductions  in  the  annual  appropriations 
needed  to  fully  fund  the  pension  system  by  2018  —  have  placed  greater  demands  on  the 
PRIT  Fund.  Accordingly,  the  Board  has  concluded  that  the  Fund's  overall  asset  mix 
must  continue  to  strive  for  higher  returns  by  emphasizing  U.S.,  foreign,  and  emerging 
market  stocks,  as  well  as  "alternative  investments"  like  venture  capital  and  buy-out 
funds. 

From  this  foundation,  the  PRIM  Board  compiled  an  impressive  list  of 
accomplishments  during  the  first  several  months  of  my  incumbency.  First,  we 
completed  an  exhaustive  Request  for  Proposals  to  provide  custody  and  recordkeeping 
services,  and  transferred  $27  billion  of  assets  to  a  new  custodian  bank,  Mellon  Trust,  on 
July  1st.  We  also  completed  the  search  for  an  active  core  fixed  income  manager,  hiring 
Blackrock  Financial  Management  to  run  a  $1.3  billion  portfolio.  The  Board  is  about  to 
complete  a  search  for  investment  managers  for  an  $800  million  U.S.  stock  portfolio. 

PRIM  is  also  on  track  to  make  $530  million  in  new  commitments  to  venture 
capital  and  buy-out  funds  this  year,  no  small  feat  given  the  challenge  of  securing 
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allocations  to  top  quality  partnerships  in  the  over-subscribed  "alternative  investments" 
markets.  At  my  direction,  the  PRIM  Board  and  staff  have  redoubled  their  efforts  to  seek 
out  new  investment  opportunities  in  this  area,  and  to  secure  PRIM's  reputation  as  a 
reliable  source  of  capital  for  premier  private  equity  investors  around  the  world. 

Additional  initiatives  are  well  underway.  PRIM's  Risk  Management  Policy 
statement  (similar  to  the  Investment  Policy  statement  developed  last  year)  will  help  the 
Board  and  staff  better  manage  the  investment  and  operational  risks  associated  with  the 
Fund's  portfolios.  And,  we  are  paying  more  attention  to  proxy  voting  and  corporate 
governance  issues.  As  fiduciaries,  we  have  a  responsibility  to  make  sure  the 
managements  of  the  companies  in  which  PRIM  invests  have  appropriate  incentives  to 
work  for  our  benefit  —  not  just  their  own.  With  $27  billion  in  assets,  the  PRIM  Board  has 
a  strong  and  powerful  voice  in  corporate  America,  and  we  have  an  obligation  to  make 
sure  that  our  voice  is  heard. 

Even  more  important,  since  taking  office  in  January  I  have  tried  to  be  the  eyes, 
ears,  and  voice  of  our  beneficiaries  and  retirement  system  investors  on  Beacon  Hill. 
Most  notably,  I  have  advocated  full  funding  of  the  annual  appropriation  to  the  state's 
Commonwealth  Pension  Liability  Fund,  and  I  have  fought  --  so  far,  unsuccessfully  — 
against  any  retreat  from  the  Commonwealth's  obligation  to  adhere  strictly  to  the  long- 
term  pension  funding  schedule.  I  know  that  the  unprecedented  investment  returns  of 
the  last  few  years  cannot  continue  indefinitely.  Cutting  the  annual  pension 
appropriation  by  a  few  hundred  million  dollars  during  these  "good  times"  may 
ultimately  require  billions  of  dollars  of  additional  appropriations  in  future  years,  when 
we  may  be  less  able  to  afford  them.  Similarly,  I  have  consistently  urged  the  House  and 
Senate  conferees  on  the  FY  2000  state  budget  to  approve  the  $7.9  million  annual  pension 
funding  appropriation  for  PRIT's  local  participating  retirement  systems,  and  I 
successfully  fought  a  measure  that  would  have  systematically  reduced  that 
appropriation  in  future  years. 

In  all  these  endeavors,  I  am  fortunate  to  have  many  talented  people  assisting  me. 

In  March,  I  appointed  David  Swensen,  Chief  Investment  Officer  of  the  Yale  University 

Endowment,  to  the  PRIM  Board's  advisory  Investment  Committee.  David  was  chairman 

of  my  transition  team  for  pension  investments  and  joins  Allan  Bufferd,  Treasurer  of 

MIT,  Jack  Meyer,  President  of  Harvard  Management,  Collette  Chilton,  Chief  Investment 

Officer  of  Lucent  Technologies'  pension  fund  (formerly  Chief  Investment  Officer  of 
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PRIM),  and  First  Deputy  Treasurer  Michael  Travaglini,  as  well  as  PRIM  Board  members 
lames  Hearty  and  Ralph  White.  I  also  appointed  Joseph  Blair,  another  member  of  my 
pension  transition  team,  to  the  Administration  and  Audit  Committees,  joe  is  a 
Managing  Director  of  Advest,  Inc.  and  served  as  the  Executive  Director  of  the 
Massachusetts  Industrial  Finance  Agency  from  1990  through  1992.  He  joins  Ted 
Alexiades  and  Richard  Foley,  representing  PRIM's  local  participating  systems,  as  well  as 
Board  members  Robert  Brousseau,  George  McSherry,  and  James  Machado.  And,  I  am 
grateful  for  the  continued  commitment  of  Bill  McCall,  of  McCall  &  Almy,  and  Charles 
Kenny  of  CB  Commercial/ Whittier  Partners,  who  serve  on  the  Real  Estate  Committee 
with  Board  members  Angelo  Amato,  Glenn  Johnson,  and  Ralph  White. 

Although  fiscal  year  1999  turned  out  well  despite  the  rough  start,  we  should  not 
delude  ourselves  into  thinking  that  bear  markets  last  only  hours,  days,  or  weeks. 
Between  now  and  2018,  we  are  almost  certain  to  experience  sustained  periods  of 
disappointing  investment  performance,  years  when  we  will  not  meet  our  8.25% 
actuarial  return  assumption,  let  alone  achieve  double-digit  returns.  Indeed,  the  PRIT 
Fund's  general  consultant,  Wilshire  Associates,  recently  predicted  that  it  will  be 
increasingly  difficult  to  achieve  our  long-term  target  rate  of  return  over  the  next  few 
years,  as  the  expected  returns  from  all  asset  classes  decline.  For  that  very  reason,  we 
must  remain  committed  to  our  long-term  investment  plan,  and  insistent  that  the 
Commonwealth  fully  and  consistently  satisfy  its  obligation  to  make  annual  pension 
appropriations. 

Over  the  next  few  years,  I  look  forward  to  working  with  you  to  ensure  that  the 
PRIM  Board  meets  its  commitments  to  our  purchasing  and  participating  retirement 
systems,  their  beneficiaries,  and  ultimately,  to  the  Commonwealth's  taxpayers. 


Sincerely, 


Shannon  P.  O'Brien,  Chair 

Pension  Reserves  Investment  Management  Board 

Treasurer  and  Receiver-General 

The  Commonwealth  of  Massachusetts 
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Message  from  the  Executive  Director 


October  15, 1999 


Dear  Participants  and  Beneficiaries: 

The  PRIM  Board  weathered  the  myriad  challenges  and  uncertainties  of  fiscal 
year  1999  with  its  investment  program  not  merely  intact,  but  strengthened.  Under 
Treasurer  Shannon  O'Brien's  leadership,  the  Board  brought  renewed  dedication  to  its 
long-term  plan  for  erasing  the  Commonwealth's  unfunded  pension  liability  on 
schedule,  and  with  the  minimum  infusion  of  tax  dollars. 

The  PRIT  Fund's  fiscal  year  return  of  12.67%  far  exceeded  its  long-term  target  ~ 
for  the  fifth  year  in  a  row.  According  to  the  Trust  Universe  Comparison  Service,  the 
PRIT  Fund  ranked  in  the  top  16th  percentile  nationally  among  large  public  funds.  Over 
longer  periods,  our  relative  rankings  are  even  better:  top  15th  percentile  over  four  years, 
and  top  5th  percentile  over  both  five  and  seven  years  ending  June  30,  1999.  This 
sustained,  strong  performance  has  helped  ease  a  potentially  devastating  fiscal  burden 
on  the  Commonwealth  and  its  citizens,  and  is  beginning  to  provide  a  solid  foundation 
for  expanding  retirement  benefits  to  our  participants. 

Although  substantial,  these  recent  gains  are  overshadowed  by  the  work  that 
remains.  The  magnitude  of  the  PRIM  Board's  task  was  made  fully  apparent  this  year,  as 
the  true  size  of  the  Commonwealth's  unfunded  pension  liability  finally  became  known. 
Even  though  it  grew  by  more  than  $3  billion  during  the  year,  as  of  June  30,  1999  the 
PRIT  Fund  was  at  least  $8  billion  short  of  the  amount  needed  to  cover  the  retirement 
system's  future  benefit  payments. 

The  near  term  investment  climate  remains  uncertain,  if  not  treacherous.  There 
may  be  trouble  ahead,  and  continued  success  will  not  come  easily.  It  is  critical  that  we 
avoid  the  temptations  to  shift  direction  reflexively  in  the  face  of  market  downturns,  or  — 
equally  dangerous  —  to  grow  complacent  about  our  long-term  responsibilities  when 
markets  soar.  Instead,  prudence  requires  that  we  carefully  plot  a  course,  and  stay  with 
it  until  our  objectives  are  secured. 


Sincerely, 


R.  Scott  Henderson 
Executive  Director 
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fKll  Fund  Investment  Performance 
I  or  Years  Finding  June  30 


*Statc  Funding  Schedule  Rate  of  Return  Assumption 

**  Vie  one-year  rate  of  return  for  fiscal  year  1985  is  not  applicable  as  PRIM's  first  full  fiscal  year  of operation 
was  fiscal  year  1986. 

PRIT  Fund  Growth  in  Assets 
Fiscal  Years  1985  to  1999 
(In  Millions) 


■  Beginning  Net  Assets  ■  Net  Contributions  □  MASTERS  Merger  ■  Investment  Earnings 


$40,000,000  -I 


Tlte  PRIT  Fund's  assets  Jwvegroivn  front  $597  million  on  June  30, 1985,  to  $27  billion  as  of  June 
30, 1999,  primarily  as  a  result  of  strong  investment  performance  However,  long-term  liabilities 
as  of  June  30, 1999  are  estimated  to  be  $  35  billion,  leaving  an  $  8  billion  fimding  slwrtfalL 
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PRIT  Fund  Financial  Summary 


Financial  Summary 

Year  Ending 
June  30, 1999 

Year  Ending 
June  30, 1998 

Cash 

Investments 

Receivables  &  Other  Assets 

$  14,688361 
27,496,017,163 
339,429,808 

$  23310,134 
24379,687,033 
449,032,659 

Total  Assets 

27350,135332 

24352,029326 

Payable  for  Investments  Purchased 

729,070316 

876337,499 

Management  Fee  Payable  &  Other 

in  von  41  Q 

Total  Liabilities 
Total  Net  Assets 
Paid-in  Capital 

Net  Unrealized  Appreciation  on  Investments 
and  Foreign  Currency  Translation 
Total  Net  Assets 

765,706,650 
$27,084,428,682 
21334,215,211 

5350,213,471 
$27,084,428,682 

899327,917 
$23,952,701,909 
19,911328,795 

4,040373,114 
$23,952,701,909 

One  Year  Return 
Return  Since  Inception 
Operating  Expenses  as  %  of  Fund 

12.67% 
12.99% 
0.29% 

1753% 
13.05% 
0.27% 

PRIT  Fund  Performance  Summary  Period  Ending  June  30,  1999 


Component  of 
Portfolio 

PRIT 
lYear 

Index 
lYear 

PRIT 
5  Year 

Index 
5  Year 

Index 

Domestic  Equity 

17.40% 

19.59% 

24.93% 

25.69% 

Wilshire5000 

Fixed  Income 

3.33% 

3.13% 

9.17% 

7.82% 

Lehman  Brothers  Aggregate 

International  Equity 

1358% 

7.62% 

11.33% 

8.21% 

MSCIEAFE 

Emerging  Markets 

25.18% 

32.52% 

354% 

-0.64% 

IFCEMG  thru  10/98; 

currently  MSC1 EMF 

Real  Estate 

856% 

15.59% 

11.71% 

11.90% 

NCREIF  Index  (oneqtr.  lag) 

Alternative 

9.67% 

2153% 

Investments: 

Special  Equity 

1153% 

26.65% 

19.94% 

31.97% 

S&P  500  Ex-Tobacco  +400  bp 

Venture  Capital 

6.35% 

27.65% 

2834% 

3198% 

S&P  500  Ex-Tobacco  +500  bp 

Total  PRTT  Fund 

12.67% 

14.78% 

17.09% 

17.59% 

Interim  Policy  Benchmark 
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PRIT  Annual  Report  Overview 
The  PRIT  Fund 

The  Pension  Reserves  Investment  Trust  ("PRIT")  Fund  is  a  pxxiled  investment  fund 
established  to  invest  tine  assets  of  the  Massachusetts  State  Teachers'  and  Employees'  Retirement 
Systems,  and  the  assets  of  county,  authority,  district,  and  municipal  retirement  systems  that 
choose  to  invest  in  the  Fund.  The  PRIT  Fund  was  created  by  the  Legislature  in  Oecember  1983 
(Chapter  661  of  the  Acts  1983)  with  a  mandate  to  accumulate  assets  through  investment  earnings 
and  other  revenue  sources  in  order  to  reduce  the  Commonwealth's  significant  unfunded  pension 
liability,  and  to  assist  local  participating  retirement  systems  in  meeting  their  future  pension 
obligations.  The  PRIT  Fund  merged  with  the  Massachusetts  State  Teachers'  and  Employees' 
Retirement  System  ("MASTERS")  Trust  on  January  1, 1997,  in  accordance  with  Chapter  315  of  the 
Acts  of  19%.  As  of  June  30, 1999,  the  assets  of  the  PRIT  Fund  totaled  $27  billion.  The  Pension 
Reserves  Investment  Management  ("PRIM")  Board  is  charged  with  the  general  supervision  of  the 
PRIT  Fund. 

PRIM's  mission  is  to  maximize  the  return  on  investment  within  acceptable  levels  of  risk 
by  broadly  diversifying  its  investment  portfolio,  capitalizing  on  economies  of  scale  to  achieve 
cost-effective  operations,  and  providing  access  to  high  quality,  innovative  investment 
management  firms,  all  under  the  management  of  a  professional  staff  and  members  of  the  Board. 

The  PRIT  Fund  consists  of  two  investment  funds:  the  Capital  Fund  and  the  Cash  Fund. 
Cash,  deposited  and  invested  on  a  temporary  basis,  is  transferred  monthly  from  the  Cash  Fund  to 
the  Capital  Fund.  Once  in  the  Capital  Fund,  funds  are  invested  and  reinvested  across  all  asset 
classes  under  PRIM's  long-term  investment  guidelines  and  asset  allocation  plan.  The  Capital 
Fund  serves  as  the  long-term  asset  portfolio  and  consists  of  nine  accounts:  General  Allocation 
Account  (which  is  comprised  of  the  other  accounts,  except  the  State  Teachers'  and  Employees' 
Separate  Account),  Domestic  Equity,  Fixed  Income,  International  Equity  (EAFE),  Emerging 
Markets  Equity,  Core  Real  Estate,  Non-core  Real  Estate,  Alternative  Investments,  and  the  State 
Employees'  and  Teachers'  Separate  Account  (which  holds  the  State  Employees'  and  Teachers' 
investment  in  the  Massachusetts  Technology  Development  Corporation). 
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PRIT  Segmentation  Program 


Chapter  84  of  the  Acts  of  19%,  signed  into  law  on  May  15,  19%,  explicitly  corifirms 
retirement  boards'  authority  to  invest  in  individual  asset  classes  of  the  PRIT  Fund  as  an 
alternative  to  investing  in  the  aggregate  Fund.  The  program,  called  "Segmentation",  gives  local 
retirement  boards  the  flexibility  to  select  specific  asset  classes  in  whatever  proportions  they 
believe  are  best  suited  to  their  needs.  Because  of  PRTM's  economies  of  scale,  Segmentation 
provides  an  affordable  means  for  retirement  boards  to  make  diversified  investments  in  traditional 
and  non-traditional  asset  classes. 

Currently,  local  retirement  boards  may  invest  in  one  or  more  of  the  following  investment 
portfolios  of  the  PPJT  Fund:  Domestic  Equity,  International  Equity  (EAFE),  Emerging  Markets 
Equity,  Fixed  Income,  Core  Real  Estate,  and  Alternative  Investments  "Vintage  Year".  As  of  June 
30, 1999,  eight  retirement  systems  have  chosen  to  invest  more  than  $60  million  in  PPJT  using 
Segmentation. 


System 

Asset  Class 

Assets  as  of 
June  30, 1999 

Braintree 

Core  Real  Estate 

$  2,163,903.20 

Chicopee 

Core  Real  Estate 

$  2390,081.46 

Dukes  County 

Fixed  Income 

$  4,604393.10 

International  Equity 

$  2,793334.09 

Core  Real  Estate 

$  1,423,782.76 

Leominster 

Fixed  Income 

$21,562,960.85 

Shrewsbury 

Core  Real  Estate 

$  1,792,130.68 

Stoneham 

Domestic  Equity 

$20,001,765.72 

Webster 

Domestic  Equitii 

$  1,261339.62 

Fixed  Income 

$  814,710.25 

International  Equity 

$  244,493.25 

Wobum 

International  Equity 

$1315,703.17 

Total 

$60,368,598.15 
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Interim  (Current)  Target  Asset  Allocation 


Alternative 
Investments 


Long-term  Target  Asset  Allocation 


Alternative 
Investments 


This  year,  the  Board  increased  the  interim  allocation  target  for  real  estate  to  6% 
from  4%,  recognizing  that  actual  investments  now  approach  the  long-term  target 
allocation  for  that  asset  class.  As  a  result,  the  interim  target  for  domestic  equity  was 
reduced  to  45%  from  47%.  The  PRIM  Board  continues  to  gradually,  and  prudently, 
increase  the  assets  allocated  to  alternative  investments  to  meet  the  Fund's  8%  long- 
term  target.  In  the  interim,  additional  funds  are  invested  in  the  domestic  equity  and 
fixed  income  portfolios  on  a  ratio  of  three  to  one,  respectively. 

In  anticipation  of  declining  returns  in  all  asset  classes,  the  expected  average 
annual  return  of  the  long-term  policy  portfolio  was  recently  revised  downward  to 
8.44%  from  8.96%. 
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The  PRIT Portfolio 


Fiscal  Year  1999  in  Review 

Fiscal  year  1999  marked  the  fifth  consecutive  year  of  double-digit  returns  for  the  PRFT 
Fund.  This  year7 s  accomplishment  is  particularly  remarkable  because  the  PRTT  Fund  was  in  deep 
negative  territory  -  -  down  11.63%  -  -  only  two  months  into  the  fiscal  year.  This  plunge  was 
sparked  by  various  economic  debacles  in  the  emerging  nations  (e.g.,  Southeast  Asia,  Russia, 
Brazil)  that  touched  off  major  market  corrections  on  a  global  scale.  And,  the  near  collapse  of 
Long-Term  Capital  Management,  a  Greenwich,  Connecticut-based  hedge  fund  manager, 
shocked  even  the  most  savvy  investment  professionals  when  it  lost  billions  in  highly  leveraged 
bond  and  stock  trades,  and  threatened  the  stability  of  the  world  financial  system. 

Fortunately,  the  market  conflagration  was  quickly  contained.  By  the  end  of  the  first  half 
of  the  fiscal  year,  markets  had  recovered,  due  in  no  small  part  to  three  interest  rate  cuts  by  the 
Federal  Reserve  Board.  The  Standard  &  Poor's  ("S&P')  500  index  posted  its  third  highest 
quarterly  return  since  World  War  II,  and  the  Morgan  Stanley  Capital  International  Europe, 
Australasia,  Far  East  ("MSCI EAFE")  index  recouped  its  summer  losses. 

The  second  half  of  the  fiscal  year  saw  smoother  sailing  as  the  S&P  500  added  to  its  gains, 
finishing  the  year  at  22.74%.  The  developed  foreign  markets  stalled  in  the  last  six  months  of  the 
fiscal  year,  as  a  depreciating  euro  dampened  returns  in  Europe.  However,  the  Asian  markets, 
specifically  Japan,  picked  up  the  pace.  The  MSCI  EAFE  closed  fiscal  year  1999  at  7.62%,  in 
positive  territory,  but  well  below  U.S.  equities'  returns. 

The  major  success  story  was  in  the  developing,  or  emerging,  markets.  That  asset  class, 
which  was  down  more  than  20%  midway  through  the  fiscal  year,  came  soaring  back  in  the 
second  half  to  return  a  remarkable  32.52%  for  the  one-year  period  ending  June  30,  1999,  as 
measured  by  PRIM's  customized  emerging  markets  benchmark  (IFC  EMG  through  10/98  and 
currently  MSCI  EMF). 

The  fixed  income  market  performed  well  in  the  first  half  of  the  fiscal  year:  Treasuries 
surged  during  the  "flight  to  quality"  when  it  appeared  stocks  were  in  free  fall.  During  the  second 
half,  however,  bond  returns  flagged  as  inflationary  signals  fueled  fears  of  an  interest  rate  hike 
(those  fears  were  realized  on  June  30th  when  the  Fed  raised  the  federal  funds  rate  by  25  basis 
points).  For  the  one-year  period  ending  June  30,  1999,  the  Lehman  Aggregate  Bond  index 
produced  an  anemic  return  of  3.13%. 
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\nml  .ill  the  market  volatility,  the  PRTT  Fund  produced  a  ^>IkI  1267%  return  for  the  year 
ending  June  30,  L999,  eloquent  testimony  to  the  benefits  of  "staying  the  course".  Had  PRIM 
abandoned  its  disciplined  investment  regimen  and  reacted  in  a  "knee-jerk"  fashion  to  the  short- 
lived market  decline  by  reducing  its  exposure  to  stocks,  final  results  would  have  been  different  -  - 
and  not  for  the  better.  The  Fund's  longer-term  returns  also  remain  strong.  For  the  three  and  five 
year  periods  ending  June  30,  1999,  the  Fund  produced  annualized  returns  of  17.11%  and  17.093  , 
respectively.  PRITs  annualized  return  since  inception  (January  1,  1985  through  June  30,  1999) 
was  1299%.  And,  the  PRTT  Fund's  returns  for  all  periods  through  June  30, 1999  compare  very 
favorably  to  the  most  important  benchmark:  the  8.25%  rate  of  return  target  in  the 
Commonwealth's  pension  funding  schedule. 

For  the  year  just  ended,  tine  Fund  trailed  its  interim  policy  benchmark  by  211  basis  points, 
12.67%  versus  14.78%.  The  interim  policy  benchmark  provides  a  measure  of  how  well  PRIM  has 
implemented  its  long-term  policy.  It  assumes  that  the  Fund's  actual  allocation  is  identical  to  its 
targets,  and  that  all  managers  meet  their  performance  benchmarks.  Actual  allocations  were  close 
to  the  interim  targets  during  the  year,  so  the  relative  underperformance  is  largely  due  to  our 
active  managers  (who  inevitably  have  a  tough  time  keeping  pace  with  soaring  index  returns),  and 
a  short-term  overweighting  of  small  cap  over  large  cap  US.  equities.  Based  on  historical 
evidence,  we  expect  small  cap  stocks  to  make  a  more  positive  contribution  to  total  Fund 
performance  over  the  long-term. 

The  Alternative  Investments  portfolio,  which  is  comprised  of  special  equity  and  venture 
capital  investments,  significantly  lagged  its  policy  benchmark  (the  S&P  500,  plus  5%), 
contributing  70  basis  points  of  the  underperformance  for  the  fiscal  year.  Factors  causing  this 
relative  underperformance  include:  the  "J"  curve  effect  (i.e.,  new  or  early  stage  investments  that 
have  yet  to  yield  positive  returns);  conservative  valuations;  and  the  spectacular  performance  of 
the  S&P  500  index  upon  which  the  benchmarks  are  based.  Real  Estate  also  trailed  its  benchmark 
by  almost  7%,  which  contributed  about  30  basis  points  of  underperformance,  largely  due  to  the 
low  risk  nature  of  PRIM's  investments  versus  those  that  comprise  the  index. 

Although  certain  asset  classes  cost  the  PRTr  Fund  some  performance  relative  to  the  policy 
benchmark  during  the  fiscal  year  1999,  we  expect  that  the  posture  of  the  domestic  equity, 
alternative  investments,  and  real  estate  portfolios  will  be  a  source  of  outperformance  in  future 
years. 
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The  Public  Markets  Portfolio 

Domestic  Equity.  As  of  June  30,  1999,  PRIM's  Domestic  Equity  portfolio  constituted 
47.6%  of  the  Fund.  For  the  fiscal  year,  the  portfolio  produced  a  17.40%  return,  driven  by  strong 
performance  in  large  capitalization  stocks,  which  comprised  approximately  77%  of  the  total 
domestic  equity  portfolio  at  fiscal  year-end  (88%  of  the  large  cap  component  was  invested  in  a 
low-cost,  passively  managed  S&P  500  index  fund).  At  the  end  of  the  first  three  months  of  the 
fiscal  year,  the  portfolio  was  down  13.32%,  but  in  the  next  quarter,  PRIM's  managers  rebounded, 
returning  20.88%. 

Individual  domestic  equity  managers  performed  well  compared  to  their  benchmarks.  For 
the  one-year  period,  PRIM's  large  cap  managers  outperformed  their  benchmark  (the  S&P  500 
Index,  excluding  tobacco  stocks)  22.91%  versus  22.65%;  and  the  small  cap  managers  beat  the 
Russell  2000  index,  1.89%  compared  to  1.50%.  However,  the  overall  domestic  equity  portfolio 
trailed  its  policy  benchmark,  the  Wilshire  5000  index,  17.40%  versus  19.59%,  largely  due  to  an 
overweighting  in  the  smallest  capitalization  stocks,  whose  performance  has  lagged 
disproportionately. 

Fixed  Ittcome.  As  of  June  30, 1999,  22.6%  of  the  Fund  was  invested  in  domestic  fixed 
income  securities.  On  a  one-year  basis,  the  Fixed  Income  portfolio  returned  3.33%,  exceeding  the 
Lehman  Brothers'  Aggregate  Bond  index  return  of  3.13%.  PRIM's  total  core  managers'  return 
almost  matched  that  of  the  benchmark,  while  exceptional  returns  in  the  high  yield  and 
convertible  bond  portfolios  contributed  to  the  overall  outperformance.  PRIM's  modest  exposure 
to  high-yield  and  convertible  bonds,  approximately  13%  of  the  Fixed  Income  portfolio,  has  also 
helped  to  lift  the  Fund's  returns  above  the  index  over  the  long-term.  For  example,  on  three-  and 
five-year  bases,  PRIM's  managers  returned  8.30%  and  9.17%,  respectively,  versus  7.23%  and 
7.82%  for  the  Lehman  Aggregate. 

International  Equity.  International  Equity  comprised  16.0%  of  the  Fund  on  June  30, 1999. 
PRIM's  managers  added  significant  value  above  the  benchmark  in  this  asset  class.  For  the  trailing 
twelve-month  period,  the  portfolio  returned  13.58%  compared  to  the  MSCI EAFE  index  return  of 
7.62%  for  the  same  period.  On  a  three  and  five-year  bases,  PRIM's  international  equity  managers 
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also  lx\it  the  benchmark  convincingly,  12.68%  and  11.33%,  respectively,  versus  8.81%  and  «2I"- 
forEAFE 

Emerging  Markets.  The  Emerging  Markets  portfolio  was  PRIM's  best  performing  aseet 
class  in  fiscal  year  1999,  and  represented  4.1%  of  the  total  Fund  on  June  30, 1999.  Although  the 
absolute  return  for  this  asset  class  was  impressive  at  25.18%,  on  a  relative  basis,  the  portfolio 
trailed  the  benchmark  return  of  32.52%.  Over  the  longer-term,  PRIM's  managers  have 
significantly  outperformed  their  benchmarks,  3.76%  versus  -3.31%  on  a  three-year  basis,  and 
3.54%  compared  to  -0.64%  for  the  five  years  ending  June  30, 1999. 

The  Private  Markets  Portfolio 

Real  Estate.  On  June  30, 1999, 5.3%  of  the  Fund  was  invested  in  Real  Estate.  For  the  fiscal 
year,  the  portfolio  returned  8.56%,  trailing  the  NCREIF  (one-quarter  lag)  index  return  of  15.59%, 
but  well  ahead  of  the  long-term  expected  average  return  of  6.75%  for  this  asset  class.  To  support 
PRIM's  "Segmentation"  program,  the  Real  Estate  portfolio  was  bifurcated  into  "core"  and  "non- 
core"  portfolios  on  July  1, 1997.  For  the  one-year  ended  June  30, 1999,  the  core  portfolio  (separate 
account  core  and  value  investments  in  real  properties  and  publicly  traded  Real  Estate  Investment 
Trusts,  or  REITs)  returned  7.65%.  The  core  portfolio  represented  93%  of  the  total  Real  Estate 
portfolio  on  June  30th.  The  Fund  also  benefited  from  the  sales,  at  relatively  attractive  prices,  of 
once  moribund  non-core  assets,  which  returned  16.71%  for  the  year.  (Non-core  assets  are 
principally  commingled  fund  investments  made  in  the  late  1980/ s,  of  which  less  than  $100  million 
remain  today.) 

Alternative  Investmetrts.  The  one-year  return  of  9.67%  for  the  Alternative  Investments 
portfolio  was  not  as  robust  as  in  past  years.  The  correction  that  plagued  stocks  at  the  beginning  of 
the  fiscal  year  also  had  an  impact  on  the  valuation  of  the  holdings  in  PRIM's  Alternative 
Investments  portfolio.  Also,  as  in  the  case  of  real  estate,  there  is  a  one-quarter  lag  in  reporting 
Alternative  Investments  portfolio  returns.  Consequently,  while  there  were  strong  equity  returns 
in  the  final  quarter,  especially  for  small  cap  stocks  where  valuations  most  closely  resemble  those 
in  the  private  equity  portfolio,  the  positive  impact  of  alternative  investments  will  not  be  fully 
reflected  until  next  year. 
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As  of  June  30, 1999,  the  Alternative  Investments  comprised  4.3%  of  the  PRTT  Fund.  The 
portfolio  consists  of  special  equities  (buy-outs,  consolidation,  expansion  capital)  and  venture 
capital  ("young"  growing  companies,  usually  technology  based).  The  special  equity  and  venture 
capital  components  returned  11.53%  and  6.35%,  respectively,  on  a  trailing  twelve-month  basis. 
Although  there  is  no  definitive  benchmark  to  measure  the  relative  performance  of  alternative 
investments,  the  PRIM  Board  expects  its  special  equity  and  venture  capital  portfolios  to  exceed 
the  S&P  500  Index  by  4.0%  and  5.0%,  respectively,  over  the  long-term.  The  Alternative 
Investments  portfolio  produced  annualized  returns  of  24.94%  on  a  three-year  basis  and  21.53% 
for  the  five-year  period  ending  June  30, 1999. 

A  Word  About  Costs 


The  PRIM  Board  presents  management  fees  in  two  ways:  1)  including  "investment  level" 
or  "non-cash  management"  payments,  and  2)  excluding  such  payments.  Most  investment 
management  fees  for  alternative  investments  and  real  estate  are  charged  by  the  managing  general 
partners  to  the  investment  partnership  and  not  to  the  limited  partner  investors  (e.g.,  PRIM) 
directly.  Therefore,  these  partnerships  incur  the  expense  and  report  income  to  the  limited 
partners  net  of  those  fees.  Most  pension  funds  do  not  include  these  non-cash  management  fees  as 
part  of  their  overall  costs.  Historically,  PRIM  has  reported  all  investment  management  fees, 
including  those  charged  at  the  partnership  level,  as  part  of  the  cost  of  managing  the  Fund. 

The  cost  for  fiscal  year  1999  inclusive  of  all  investment  management,  custodial,  consulting, 
and  overhead  expenses  (the  total  PRIM  budget)  was  29  basis  points  (0.29%)  of  the  average  net 
asset  value  of  the  PRTT  Fund.  This  represents  an  increase  over  fiscal  year  1998  when  the  expense 
ratio  was  27  basis  points.  More  than  94%  of  PRIM's  total  budget  was  comprised  of  fees  to 
external  investment  managers  in  fiscal  1999.  Nearly  34%  percent  of  those  fees  were  attributed  to 
alternative  investments  and  real  estate.  Excluding  these  "non-cash"  management  fees  (as  most 
public  pension  funds  do),  the  total  cost  of  managing  the  Fund  was  approximately  20  basis  points, 
the  same  expense  ratio  as  in  1998. 

Almost  all  of  the  increase  in  PRIM's  inclusive  budget  is  due  to  higher  payments  to 
PRIM's  outside  investment  managers,  particularly  those  managing  international  equities, 
alternative  investments,  and  real  estate.  Over  the  last  two  years,  many  of  PRIM's  active  public 
securities  managers  have  accrued  substantial  performance  fees  by  beating  their  benchmark  rate  of 

Page  16 


Staying  the  Course 

return  targets;  this  out-performance  has  accounted  for  much  of  the  PRIT  Fund's  recent  and 
unprecedented  growth.  Fees  paid  to  PRIM's  alternative  investment  and  real  estate  managers 
have  increased  because  of  the  additional  commitments  PRIM  made  as  part  of  its  long-term  plan 
to  increase  the  allocation  to  alternative  investments  from  4%  to  8%,  and  to  real  estate  from  4%  to 
6%.  In  the  alternative  investment  asset  class,  fees  are  charged  as  a  percentage  of  committed, 
rather  than  invested  capital.  Accordingly,  PRIM  recognizes  substantial  management  fees  (often 
as  high  as  2.5%  of  committed  capital)  well  before  it  benefits  from  actual  investment  returns.  Over 
time,  these  fees  should  be  offset  many  times  over  by  investment  returns. 

In  short,  the  increase  in  PRIM's  operating  costs  is  the  natural  consequence  of  the  superior 
performance  we  expect  of  PRIM's  outside  investment  managers.  If  these  return  expectations 
continue  to  be  met,  the  increased  management  fees  will  be  exceeded  manifold  by  the  additional 
returns  to  the  PRIT  Fund. 

The  chart  below  demonstrates  the  dramatic  reduction  in  the  cost  of  managing  the  PRTT 
Fund  over  the  last  ten  years. 
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The  PRIM  Board 


The  PRIM  Board  acts  as  Trustee  for  each  retirement  system  that  invests  in  the  PRIT  Fund 
and  is  responsible  for  the  control  and  management  of  the  Fund.  The  PRIM  Board's  members  are: 
the  State  Treasurer,  ex  officio,  or  her  designee  who,  serves  as  Chair  of  the  Board;  the  Governor,  ex 
officio,  or  his  designee;  a  private  citizen  experienced  in  the  field  of  financial  management 
appointed  by  the  State  Treasurer;  an  employee  or  retiree  who  is  a  member  of  the  State  Teachers' 
Retirement  System  elected  by  the  members  of  such  system;  an  employee  or  retiree  who  is  a 
member  of  the  State  Retirement  System  elected  by  the  members  of  such  system;  the  elected 
member  of  the  State  Retirement  Board;  one  of  the  elected  members  of  the  Teachers'  Retirement 
Board,  chosen  by  the  members  of  the  Teachers'  Retirement  Board;  a  person  who  is  not  an 
employee  or  official  of  the  Commonwealth  appointed  by  the  Governor;  and  a  representative  of  a 
public  safety  union  appointed  by  the  Governor.  The  current  PRIM  Board  members  are: 


Shannon  P.  O'Brien,  Chair,  Ex  Officio  Member 

State  Treasurer  &  Receiver-General,  Commonweal th  of  Massachusetts 

Angelo  A.  Amato,  State  Board  of  Retirement  Member, 

Retired,  Massachusetts  Department  of  Public  Works 

Robert  Bronsseau,  Elected  Representative,  State  Teachers'  Retirement  System 
Retired  Teacher,  Town  of  Wareham  Public  School  System 

fatnes  B.G.  Hearty,  Designee  of  the  Governor,  Ex  Officio  Member 
Managing  Director,  Lehman  Brothers 

Glenn  M  JoJnison,  Vice  Chair,  Appointee  of  the  State  Treasurer, 

Executive  Vice  President,  Director  of  Institutional  Funds,  Intercontinental 

James  M.  Maclmdo,  Public  Safety  Union  Representative 

Legislative  Liaison,  Massachusetts  Police  Association 

George  F.  McSlterry,  Teachers'  Retirement  Board  Member, 

Retired  Teacher,  City  of  Brockton  Public  School  System 

Ralph  White,  Elected  Representative,  State  Employees'  Retirement  System 
President,  Retired  State,  County  and  Municipal  Employees 
Association  of  Massachusetts 
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The  PRIM  Board  Staff 


The  PRIM  Board  employs  a  professional  staff  to  manage  the  day-to-day  operations  of  the 
Fund  and  report  to  the  Board.  The  current  staff  members  are: 


R.  Scott  Henderson 

Executive  Director  and  General  Counsel 

Tracy  L.  Anderson 

Administrative  Assistant 

Jemiifer Banks 

Participant  Accountant 

R.  Carol  Casey 

Chief  Investment  Officer 

Sally  M.  Dungan 

Deputy  Chief  Investment  Officer/Senior  Investment  Officer, 
Public  Markets 

David  C.  Gillan,  CPA  CFSA 

Director  of  Accounting 

Joint  F.  Leahy 

Staff  Accountant 

Patricia  A.  MacDonald 

Administrative  Assistant 

Yisroel  "Izzy"  Markov,  CPA 
Financial  Analyst 

Maureen  Roclte 

Administrative  Assistant 

Paul  W.  Todisco 

Client  Services  Officer 

Bradford  B.  Wakenmn,  CPA 

Chief  Financial  Officer 

George  C.  Wilson,  CPA 

Senior  Investment  Officer,  Real  Estate 
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Advisory  Committees  of  the  PRIM  Board 


The  Chair  of  the  PRIM  Board  has  appointed  advisory  committees  to  provide  a  broad 
range  of  advice  to  the  Board.  These  committees  include  Board  members,  representatives  from 
participating  or  purchasing  retirement  systems,  and  private  citizens  from  the  investment  or 
business  community.  Currently,  there  are  four  working  advisory  committees:  Administration, 
Audit,  Investment,  and  Real  Estate. 


Investment  Committee 

James  B.G.  Hearty,  Chair 
Board  Member 

Ralph  Wliite 

Board  Member 

Allan  Bufferd 

Treasurer 

Massachusetts  Institute  of  Technology 

Collette  D.Chilton 

Chief  Investment  Officer 

Lucent  Technologies  Pension  Fund 

Jack  R.  Meyer 

President  and  Chief  Executive  Officer 
Harvard  Management  Company 

David  Swensen 

Chief  Investment  Officer 
Yale  University  Endowment 

Michael  Travaglini 

First  Deputy  Treasurer 
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Real  Estate  Committee 

Glenn  M.  Johnson,  Co-Chair 
Board  Member 

Ralph  Wltite,  Co-Chair 
Board  Member 

Angelo  A.  Amato 

Board  Member 

Cltarles  Kenny 

Chairman 

CB  Commercial/ Whittier  Partners 

William  F.McCall,  Jr. 

McCall  &  Almy,  Inc. 


Administration  and  Audit  Committees 

Robert  Brousseau,  Chair,  Administration  Committee 
Board  Member 

George  F.  McStterry,  Chair,  Audit  Committee 
Board  Member 

James  M.  Macliado 

Board  Member 

Tlteodore  C.  Alexiades 

Town  Accountant 
Hingham  Retirement  Board 

Joseph  D.  Blair 

Managing  Director 
Advest,  Inc. 

Ricltard  P.  Foley  (Audit  Committee) 
Town  Accountant 
Reading  Retirement  Board 
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Member  State  and  Municipal  Retirement  Systems 


A  public  retirement  system  within  the  Commonwealth  may  elect  to  invest  in  the  PRIT 
Fund  by  vote  of  its  board.  The  board  may  choose  to  invest  as  a  Participating  System  or  a  Purdiasing 
System.  A  Purchasing  System  may  invest  in  the  PRIT  "Core"  or  in  one  or  more  of  the  separate 
investment  accounts  of  the  Core  available  through  "Segmentation".  Participating  systems  invest 
all  their  retirement  assets  in  PRIT  for  a  minimum  of  five  years,  and  qualify  for  funds  appropriated 
by  the  Commonwealth  to  reduce  the  unfunded  pension  liability. 

Participating  and  Purchasing  Retirement  Systems 


Belmont  Retiretnent  System* 

Minuteman  Regional  Vocational  Technical 
Sclwol  Retirement  Systetn 

Berkshire  County  Retirement  System 

Montague  Retiretnent  System 

Braintree  Retirement  System** 

Needham  Retiretnent  System 

Brookline  Retirement  System* 

New  Bedford  Retiretnent  Systetn* 

Chicopee  Retirement  System** 

Northbridge  Retirement  Systetn 

Concord  Retirement  System* 

Quincy  Retirement  Systetn* 

Dedham  Retirement  System 

Reading  Retiretnent  Systetn 

Dukes  County  Retirement  System** 

Revere  Retirettient  System* 

Fairhaven  Retiremetit  System 

Saugus  Retiretnent  Systetn 

Framingluim  Retirement  Systertt* 

Shrewsbury  Retirement  System** 

Gardner  Retirement  System 

State  Employees'  Retirement  System 

Greenfield  Retiretnent  System* 

State-Teacliers'  Retiretnent  System 

Hingliam  Retirement  System 

Stoneltam  Retiretnent  Systetn** 

Leominster  Retiretnent  Systetn** 

Wakefield  Retiretnent  Systetn 

Marbleliead  Retiretnent  Systetn* 

Webster  Retiretnent  System  ** 

Massachusetts  Water  Resources  Authority 
Retirement  Systetn* 

Weymouth  Retirement  System 

Milton  Retiretnent  Systetn 

Woburti  Retiretttetit  Systetn*/** 

"Core  Purchasing  System 
**Segmented  Purchasing  System 
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Annual  Appropriation  to  Participating  Systems 


In  fiscal  year  1999,  an  appropriation  of  $5,993,706  was  made  in  the  fiscal  year  1999  State 
Budget  (Chapter  194  of  the  Acts  of  1998)  to  reduce  the  unfunded  pension  liabilities  of  the  14 
eligible  Participating  Retirement  Systems,  pursuant  to  M.G.L.,  chapter  32,  section  22B.  (An 
appropriation  $7,916,682  was  contained  in  the  House  version  of  the  fiscal  year  2000  budget, 
which,  as  of  this  writing,  is  still  before  the  House  and  Senate  Conference  Committee  that  is 
working  to  resolve  differences  in  the  two  spending  plans.)  The  following  is  a  list  of  those  systems 
and  their  pro  rata  share  of  the  fiscal  year  1999  state  appropriation: 


Participating 
System 

Pro  Rata  Share 
of  $5,993,706 

Berkshire  County 

$710,024.23 

Dedham 

$494,274.63 

Fairhaven 

$188,595.42 

Gardner 

$269,968.38 

Hingham 

$433,115.98 

Milton 

$521,618.54 

Minuteman 

$  74,923.79 

Montague 

$117,205.73 

Need  ham 

$815,867.15 

Northbridge 

$101,450.86 

Reading 

$542,927.58 

Saugus 

$339,914.88 

Wakefield 

$539,99256 

Weymouth 

$843,826.22 

Total 

$5,993,706.00 
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Investment  Managers 


The  PRIM  Board  retains  outside  managers  to  invest  the  PRIT  Fund's  assets  according  to 
the  Fund's  asset  allocation  and  investment  guidelines.  Many  of  the  Fund's  managers  are 
compensated  under  various  "performance  fee"  agreements,  which  reduce  base  management  fees 
while  rewarding  exceptional  investment  returns.  The  PRIM  Board's  current  investment 
managers  are: 


Domestic  and  International  Equity  Managers 

Brown  Capital  Management,  Inc.,  Baltimore,  MD 

Capital  Guardian  Trust  Company,  Los  Angeles,  CA 

Dimensional  Fund  Advisors,  Santa  Monica,  CA 

Emerging  Markets  Management,  Arlington,  VA 

Fidelity  Management  Trust  Company,  Boston,  MA 

Goldman,  Sachs  &  Co.,  New  York,  NY 

Lazard  Freres  Asset  Management,  New  York,  NY 

Marathon  Asset  Management,  London 

Massachusetts  Financial  Services  Company,  Boston,  MA 

Numeric  Investors,  LP,  Cambridge,  MA 

Pareto  Partners,  London 

Putnam  Advisory  Company,  Boston,  MA 

Rosenberg  Institutional  Equity  Management,  Orinda,  CA 

Schroder  Capital  Management  International,  New  York,  NY 

State  Street  Global  Advisors,  Boston,  MA 


Fixed  Income  Managers 

Barclays  Global  Advisors,  San  Francisco,  CA 

Blackrock  Financial  Management,  Inc.,  New  York,  NY 

Fidelity  Management  Trust  Company,  Boston,  MA 

Froley,  Revy  Investment  Company,  Inc.,  Los  Angeles,  CA 

GW  Capital  Inc.,  Bellevue,  WA 

Income  Research  &  Management,  Boston,  MA 

Loomis,  Sayles  &  Co.,  Boston,  MA 

Pacific  Investment  Management  Co.,  Newport  Beach,  CA 

Turner  Investment  Partners,  Walnut  Creek,  CA 
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Real  Estate  Managers 
Core  Real  Estate  Managers: 

Lend  Lease  Real  Estate  Investments,  Atlanta,  GA 
INVESCO  Realty  Advisors,  Dallas,  TX 
LaSalle  Investment  Management,  Chicago,  IL 
RREEF  America,  LLC,  San  Francisco,  CA 

Value  Real  Estate  Managers: 

INVESCO  Realty  Advisors,  Dallas,  TX 
LaSalle  Investment  Management,  Chicago,  IL 

REIT  Managers: 

John  McStay  Investment  Counsel,  Dallas,  TX 
RREEF  America,  LLC,  Chicago,  IL 

Non-Core  Real  Estate  Managers: 

AEW  Capital  Management,  LP,  Boston,  MA 

Capital  Associates  Realty  Partners,  Chicago,  IL 

CB  Richard  Ellis,  Los  Angeles,  CA 

Heitman  Capital  Management  Corp.,  Chicago,  IL 

John  Hancock  Real  Estate  Investment  Group,  Boston,  MA 

L&B  Real  Estate  Counsel,  Dallas,  TX 

SSR  Realty  Advisors,  Inc.  (Metric  Realty),  San  Francisco,  CA 

Venture  Capital  and  Special  Equity  Partnerships 

Advent  International,  Boston,  MA 

APAX  Partners  &  Co.,  London 

Apollo  Management  Co.,  New  York,  NY 

Arral  &  Partners  (ASIA)  Ltd.,  Hong  Kong 

Battery  Ventures,  Wellesley,  MA 

Belmont  Capital  Partners,  Boston,  MA 

Beta  Partners,  New  York,  NY 

The  Blackstone  Group,  New  York,  NY 

Boston  Ventures,  Boston,  MA 

Brown  Brothers  Harriman  &  Co.,  New  York,  NY 

Capital  Resource  Lenders,  Boston,  MA 

Chisholm  Management  Co.,  Providence,  RI 

CVC  Capital,  London 

Commonwealth  Bioventures,  Inc.,  Worcester,  MA 

Commonwealth  Capital  Ventures,  Wellesley,  MA 

Cypress  Merchant  Banking  Partners,  New  York,  NY 

The  Crossroads  Group,  Hartford,  CT 

Davis  Ventures  Partners,  Tulsa,  OK 

Dominion  Ventures,  San  Francisco,  CA 

DLJ  Merchant  Banking  Partners,  New  York,  NY 
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Venture  Capital  and  Special  Equity  Partnerships  (Continued) 

Equitable  Capital  Management  Corp.,  New  York,  NY 

Essex  Woodlands  Health  Ventures,  Chicago,  IL 

First  Reserve  Corporation,  Greenwich,  CT 

Forstmann  Little  &  Co.,  New  York,  NY 

Freeman  Spogli  Equity  Partners,  Los  Angeles,  CA 

Frontenac  Company,  Chicago,  IL 

Golder,  Thoma,  Cressey,  Rauner,  Chicago,  IL 

Hancock  Venture  Capital  Management,  Inc.,  Boston,  MA 

Hellman  &  Friedman  Capital  Partners,  Los  Angeles,  CA 

Joseph  Littlejohn  &  Levy  Fund,  New  York,  NY 

Kelso  &  Company,  New  York,  NY 

Kohlberg  Kravis  Roberts  and  Co.,  New  York,  NY 

Landmark  Equity  Partners,  Simsbury,  CT 

Lexington  Partners,  New  York,  NY 

Madison  Dearborn  Capital  Partners,  Chicago,  IL 

Madison  Group  (Claremont  Capital  Corp.)  New  York,  NY 

Massachusetts  Technology  Envelopment  Corp.,  Boston,  MA 

Media  Communications,  Boston,  MA 

Menlo  Ventures,  Menlo  Park,  CA 

MFA/MASTERS,  Boston,  MA 

Morgan  Holland /One  Liberty  Ventures,  Boston,  MA 

Narragansett  Capital  Inc.,  Providence,  RI 

Nash,  Sells  &  Partners,  Ltd.,  London 

New  Enterprise  Associates,  Baltimore,  MD 

Oaktree  Capital  Management,  LLC,  Los  Angeles,  CA 

Olympus  Growth  Fund,  Stamford,  CT 

Richland  Ventures,  Nashville,  TN 

Scliroder  Ventures,  London 

Sentry  Financial  Corporation,  Salt  Lake  City,  UT 

Smith  Offshore  Exploration  Co.,  Houston,  TX 

Southern  California  Ventures,  Sherman  Oaks,  CA 

Spectrum  Equity  Partners,  Boston,  MA 

TA  Associates/  Advent,  Boston,  MA 

Texas  Pacific  Group,  San  Francisco,  CA 

Thoma  Cressey  Fund,  Chicago,  IL 

Thomas  H.  Lee  Equity  Partners,  LP,  Boston,  MA 

VantagePoint  Partners,  San  Bruno,  CA 

Venture  Capital  Fund  of  New  England,  Boston,  MA 

Vestar  Capital  Partners,  New  York,  NY 

Vista  Group,  New  Canaan,  CT 

Welsh  Carson  Anderson  &  Stowe,  New  York,  NY 

William  Blair  Mezzanine  Capital  Fund,  LP,  Chicago,  IL 

Willis  Stein,  Chicago,  IL 
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External  Advisors 


The  PRIM  Board  retains  independent,  outside  advisors  to  assist  in  allocating  the  Fund's 
assets,  monitoring  current  investments,  evaluating  new  opportunities,  and  operating  the  Fund. 
The  PRIM  Board's  current  external  advisors  are: 


Fund  Advisors: 


Public  Markets/  Fund  Strategy 

Wilshire  Associates,  Inc.,  Santa  Monica,  CA 
Private  Markets 

Pathway  Capital  Management,  Irvine,  CA 
Real  Estate 

The  Townsend  Group,  Cleveland,  OH 

Morris  and  Morse  Company,  Inc.,  Boston,  MA 


Independent  Auditors: 

PricewaterhouseCoopers,  LLP,  Boston,  MA 

Outside  Counsel: 

Goodwin,  Procter  &  Hoar,  Boston,  MA 
Mintz,  Levin,  Cohn,  Ferris,  Glovsky  &  Popeo,  P.C., 
Boston,  MA 

Custodian: 

Mellon  Trust,  Boston,  MA 
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Chapter  32,  Section  22(8)  of  the  Massachusetts  General  Laws  establishes 
the  PRIT  Fund.  The  Fund  is  administered  by  the  PRIM  Board,  which  is 
established  under  Chapter  32,  Section  23(2A)  of  the  Massachusetts 
General  Laws.  The  Board  oversees  the  Fund  under  the  terms  of  its 
operating  trust,  as  most  recently  amended  on  September  22, 1998. 

The  PRIM  Board  is  an  authority  of  the  Commonwealth  of  Massachusetts. 
Its  offices  are  located  in  Boston,  Massachusetts. 

All  correspondence  may  be  directed  to: 

Pension  Reserves  Investment  Management  Board 
125  Summer  Street,  10th  Floor 
Boston,  MA  02110 

Telephone:  (617)946-8401 
Facsimile:  (61 7)  946-8475 
Internet:  http//zvzvw.mapensioitcom 
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FINANCIAL  STATEMENTS  AND  SCHEDULES  OF  INVESTMENTS 

FOR  THE  YEAR  ENDED  JUNE  30, 1999 
(WITH  COMPARATIVE  TOTALS  FOR  JUNE  30, 1998) 


Pricb/VaTerhous^oopers 


PricewaterhouseCoopers  LLP 

160  Federal  Street 
Boston  MA  02110 
Telephone  (617)439  4390 


REPORT  OF  INDEPENDENT  ACCOUNTANTS 


To  the  Pension  Reserves  Investment  Management  Board 
and  Participating  and  Purchasing  Systems  and  Segmented 
Investors  of  the  Pension  Reserves  Investment  Trust  Fund: 

In  our  opinion,  the  accompanying  statements  of  assets  and  liabilities,  including  the  schedules  of 
investments,  and  the  related  statements  of  operations  and  of  changes  in  net  assets  and  the  financial 
highlights  present  fairly,  in  all  material  respects,  the  financial  position  of  the  Pension  Reserves 
Investment  Trust  Fund  (the  "Fund")  at  June  30,  1999,  and  the  results  of  its  operations,  the  changes  in  its 
net  assets  and  the  financial  highlights  for  the  year  ended  June  30,  1999,  in  conformity  with  generally 
accepted  accounting  principles.  These  financial  statements  and  financial  highlights  (hereafter  referred  to 
as  "financial  statements")  are  the  responsibility  of  the  Fund's  management;  our  responsibility  is  to 
express  an  opinion  on  these  financial  statements  based  on  our  audit.  We  conducted  our  audit  of  these 
financial  statements  in  accordance  with  generally  accepted  auditing  standards  which  require  that  we  plan 
and  perform  the  audit  to  obtain  reasonable  assurance  about  whether  the  financial  statements  are  free  of 
material  misstatement.  An  audit  includes  exaniining  on  a  test  basis,  evidence  supporting  the  amounts 
and  disclosures  in  the  financial  statements,  assessing  the  accounting  principles  used  and  significant 
estimates  made  by  management,  and  evaluating  the  overall  financial  statement  presentation.  We  believe 
that  our  audit  which  included  confirmation  of  securities  at  June  30,  1999  by  correspondence  with  the 
custodian  and  brokers,  provide  a  reasonable  basis  for  the  opinion  expressed  above. 


September  3, 1999 
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PENSION  RESERVES  INVESTMENT  TRUST  FUND 


STATEMENTS  OF  ASSETS  AND  LIABILITIES 

June  30,  1999 
(with  comparative  totals  for  June  30,  1 998) 


1999 

ASSETS 

Capital 
Fund 

Cash  Fund 

Total 

1998 
Total 

Investments  at  fair  value  (Note  2): 
Domestic  equities 
Domestic  fixed-income 

U.S.  government  agency  and  treasury  obligations 

Money  market  investments 

Real  estate,  net  of  reserve  (Note  7) 

Alternative  investments  (Note  7) 

International  equities 

International  fixed-income 

$  12,882,015.946 
3.054,631,331 
2,780.952.349 

544.369,589 
1.313,760,712 
1,167,268,446 
5,293,515,253 

391 ,926,609 

$  67,576,928 

$  12,882,015,946 
3,054,631,331 
2,780.952,349 

611,946.517 
1,313,760,712 
1.167,268,446 
5,293,515,253 

391,926,609 

$  11,771,083,480 
2,629,537,310 
3,080,783,554 
984,087,949 
946,675.749 
997,051.630 
3,697,604,001 
272,863,360 

Total  investments 

27,428,440,235 

67,576,928 

27,496,017.163 

24,379,687,033 

Cash 

Dividends  and  interest  receivable 
Receivable  for  investments  sold 
Unrealized  appreciation  on  forward  foreign 

currency  contracts 
Margin  variation  receivable 
Other  assets 

14,688,361 
96,636,676 
217,730,078 

23,146,722 
1,439,731 

476,601 

14,688,361 
97,113,277 
217,730,078 

23,146,722 
1,439,731 

23,310,134 
98,979.744 
347,707.694 

1,561,555 
489,375 
294,291 

Total  assets 

27,782,081,803 

68,053,529 

27,850,135,332 

24,852,029,826 

LIABILITIES 

Payable  for  investments  purchased 
Management  fees  payable  to  PRIM  (Note  3) 
Unrealized  depreciation  on  forward  foreign 
currency  contracts 
Margin  variation  payable 
Other  liabilities 

729,070.516 
31,834,809 

4.773,920 

26,644 

761 

729,070,516 
31,834,809 

4,773,920 

27,405 

876,537,499 
19,777,963 

2,748,929 
164,081 
99,445 

Total  liabilities 

765,705,889 

761 

765,706,650 

899,327,917 

Commitments  and  contingencies  (Note  5) 

Total  net  assets 

$  27,016,375,914 

$  68,052,768 

$  27,084,428,682 

$  23,952,701,909 

NET  ASSETS 

Net  assets  consists  of: 

Paid-in  capital  $  21,466,162,443  $  68,052,768  $  21,534,215,211  $  19,911,828,795 
Net  unrealized  appreciation  on  investments 

and  foreign  currency  translation  5,550,213,471    5,550,213,471  4,040,873,114 

Total  net  assets  $  27,016,375,914  $  68,052,768  $  27,084,428,682  $  23,952,701,909 

Investments  at  cost  $  21,897,092,329  $  67,576,928  $  21,964,669,257  $  20,337,626,545 


The  accompanying  notes  are  an  integral  part  of  the  financial  statements 
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PENSION  RESERVES  INVESTMENT  TRUST  FUND 


Financial  Highlights  of  the  Capital  Fund: 
General  Allocation  Account  (1) 

for  the  year  ended  June  30,  1999 
(For  a  unit  outstanding  throughout  the  period) 


Per  Unit  of  the  Capital  Fund:  General  Allocation  Account: 
Net  Asset  Value,  beginning  of  year 


100.00 


Investment  Operations 

Net  investment  income  (2) 

Net  realized  and  unrealized  gain  on  investments  and  foreign  currency 
Total  from  investment  operations 
Net  Asset  Value,  end  of  year 


2.79 
9.62 

12.41 

112.41 


Ratios  and  supplemental  data: 

Total  investment  return  (%)  at  net  asset  value 

Net  assets,  end  of  year  (in  thousands) 

Shares  Outstanding,  end  of  year  (in  thousands) 

Ratios  to  Average  Net  Assets: 

Ratio  of  expenses,  including  non-cash  management  fees  (Note  3) 
Ratio  of  expenses,  excluding  non-cash  management  fees  (Note  3) 
Ratio  of  net  investment  income 


12.41% 
$  26,956,486 
239,802 


0.29% 
0.20% 
2.75% 


(1)  The  financial  highlights  includes  only  the  Capital  Fund:  General  Allocation  Account  and  does  not  include 
the  Segmented  Accounts  in  the  Capital  Fund  or  the  Cash  Fund  which  maintains  a  stable  net  asset  value 
of  $1.00  per  unit. 

(2)  Based  on  weighted  average  units  outstanding  during  the  year. 


The  accompanying  notes  are  an  integral  part  of  the  financial  statements 
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PENSION  RESERVES  INVESTMENT  TRUST  FUND 


NOTES  TO  FINANCIAL  STATEMENTS 

1.  Description  of  the  Pension  Reserves  Investment  Trust  Fund: 
General 

The  Pension  Reserves  Investment  Trust  Fund  ("PRIT")  was  created  in  1983  by  The 
Commonwealth  of  Massachusetts  through  legislation  (Chapter  661  of  the  Acts  of  1983,  as 
amended  by  Chapter  697  of  the  Acts  of  1987)  and  is  the  investment  portfolio  for  the  assets  of 
member  state  and  local  retirement  systems.  The  Pension  Reserves  Investment  Management 
Board  (the  "PRIM  Board")  was  created  by  the  same  legislation  to  manage  PRIT.  As  of  June  30, 
1999,  the  PRIM  Board  consists  of  the  following  nine  members:  (1)  the  Governor,  ex  officio,  or 
his  designee;  (2)  the  State  Treasurer,  ex  officio,  or  her  designee  who  shall  serve  as  Chair  of  the 
Board;  (3)  a  private  citizen  experienced  in  the  field  of  financial  management  appointed  by  the 
State  Treasurer;  (4)  an  employee  or  retiree  who  is  a  member  of  the  State  Teachers'  Retirement 
System  elected  by  the  members  of  such  system  for  a  term  of  three  years;  (5)  an  employee  or 
retiree  who  is  a  member  of  the  State  Retirement  System  elected  by  the  members  of  such  system 
for  a  term  of  three  years;  (6)  the  elected  member  of  the  State  Retirement  Board;  (7)  one  of  the 
elected  members  of  the  Teachers  Retirement  Board  chosen  by  the  members  of  the  Teachers 
Retirement  Board;  (8)  a  person  who  is  not  an  employee  or  official  of  the  Commonwealth 
appointed  by  the  Governor;  and  (9)  a  representative  of  a  public  safety  union  appointed  by  the 
Governor.  Appointed  members  serve  for  a  term  of  four  years. 

Systems  joining  PRIT  have  the  option  of  being  Participating  or  Purchasing  Systems.  The 
Participating  Systems  include  the  State  Employees'  and  the  State  Teachers'  Retirement  Systems. 
The  remaining  Participating  and  Purchasing  Systems  are  the  retirement  systems  of 
Massachusetts  authorities,  counties,  cities  and  towns.  Participating  Systems,  other  than  the  State 
Employees'  and  State  Teachers'  Retirement  Systems,  must  transfer  all  of  their  retirement  system 
assets  to  PRIT  and  commit  to  remain  invested  for  five  years.  Purchasing  Systems  may  allocate  a 
certain  amount  of  their  assets  to  the  Fund,  thus  retaining  the  ability  to  contribute  and  withdraw 
funds  at  their  discretion.  Purchasing  Systems  and  Participating  Systems  share  in  the  investment 
earnings  of  PRIT  based  on  their  proportionate  share  of  net  assets  (see  Note  2).  As  of  June  30, 
1999,  there  were  16  Participating  Systems  and  18  Purchasing  Systems. 

Investment  Funds 

PRIT  consists  of  two  investment  funds,  the  "Capital  Fund"  and  the  "Cash  Fund".  Each  of  these 
funds  is  managed,  accounted  for  and  held  separately  by  the  custodian.  The  Capital  Fund  serves 
as  the  long-term  asset  portfolio  and  consists  of  the  following  nine  accounts  at  June  30,  1999: 
General  Allocation  (the  investments  in  which  may  consist  in  whole  or  in  part  of  units  of  the  other 
accounts,  except  the  State  Employees'  and  Teachers'  Separate  Account),  Domestic  Equity,  Fixed 
Income,  International  Equity,  Emerging  Markets,  Core  Real  Estate,  Non-Core  Real  Estate, 
Alternative  Investment,  and  the  State  Employees'  and  Teachers'  Separate  Account. 
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PENSION  RESERVES  INVESTMENT  TRUST  FUND 


NOTES  TO  FINANCIAL  STATEMENTS,  Continued 

Chapter  84  of  the  Acts  of  1996  explicitly  confirms  Massachusetts  authorities,  counties,  cities  and 
towns  retirement  boards'  authority  to  purchase  units  in  the  separate  investment  accounts  of  the 
PRIT  Funds  as  an  alternative  to  investing  in  the  aggregate  Fund.  This  investment  option,  also 
referred  to  as  "Segmentation",  was  established  by  amendment  to  the  Operating  Trust  in  1994  in 
response  to  requests  from  Massachusetts  retirement  boards  wishing  to  invest  in  separate  asset 
classes  of  the  PRIT  Fund.  Retirement  systems  may  invest  in  one  or  more  of  the  following 
accounts:  Domestic  Equity,  International  Equity,  Emerging  Markets,  Fixed  Income,  Core  Real 
Estate,  and  Alternative  Investments  "Vintage  Year"  (commitments  made  by  the  PRIM  Board 
during  that  year).  At  June  30,  1999,  there  were  eight  segmented  investors  with  a  total  investment 
of  $60.4  million  in  one  or  more  of  the  separate  accounts  of  the  PRIT  Fund:  four  investors 
(totaling  $7.8  million)  in  the  Core  Real  Estate  Account;  three  investors  (totaling  $26.9  million)  in 
the  Fixed  Income  Account;  three  investors  (totaling  $4.4  million)  in  the  International  Equity 
Account,  and  two  investors  (with  $21.3  million)  in  the  Domestic  Equity  Account. 

The  Cash  Fund  consists  of  short-term  investments  which  are  used  to  meet  the  liquidity 
requirements  of  Participating  and  Purchasing  Systems.  The  cash  portfolios  used  by  the  State 
Teachers'  Retirement  System  and  the  State  Employees'  Retirement  System  receive  daily 
deposits  from  various  governmental  employers  that  are  members  of  the  State  Teachers'  and 
Employees'  Retirement  Systems  and  which  are  the  source  for  benefit  payments  and  operating 
expenses  of  those  two  retirement  boards.  At  June  30,  1999,  the  investments  in  these  portfolios 
which  are  money  market  investments,  the  cost  of  which  approximates  market  value,  amounted  to 
$59,606,243. 


2.   Summary  of  Significant  Accounting  Policies: 
Investments 

Security  transactions  are  recorded  on  the  trade  date  of  the  securities  purchased  or  sold.  The  cost 
of  a  security  is  the  purchase  price  or,  in  the  case  of  assets  transferred  to  PRIT  by  a  member 
system,  the  market  value  of  the  securities  on  the  transfer  date. 

Investments  are  presented  at  fair  value.  Investments  in  bonds  and  U.S.  government  agency  and 
treasury  obligations  are  valued  by  an  independent  pricing  service.  In  determining  the  price,  the 
service  reflects  such  factors  as  security  prices,  yields,  maturities  and  ratings,  supplemented  by 
dealer  quotations.  Money  market  and  other  short-term  investments,  both  domestic  and 
international,  are  recorded  using  the  amortized  cost  method,  which  approximates  market  value. 
Domestic  and  international  investments  in  equity  securities  traded  on  national  securities 
exchanges  are  valued  at  the  last  sale  price  or,  if  no  sale  price  is  available,  at  the  closing  bid  price. 
Securities  traded  on  any  other  exchange  are  valued  in  the  same  manner  or,  if  not  so  traded,  on  the 
basis  of  closing  over-the-counter  bid  prices.  If  no  bid  price  exists,  valuation  is  determined  by  the 
custodian  bank  either  by  taking  the  mean  between  the  most  recent  published  bid  and  asked 
prices,  or  by  averaging  quotations  obtained  from  dealers,  brokers  or  investment  bankers  under 
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PENSION  RESERVES  INVESTMENT  TRUST  FUND 


NOTES  TO  FINANCIAL  STATEMENTS,  Continued 

the  general  supervision  of  the  PRIM  Board.  Securities  for  which  such  valuations  are  unavailable 
are  reported  at  their  fair  value  as  determined  in  good  faith  by  the  investment  managers 
responsible  for  such  investments  under  the  general  supervision  of  the  PRIM  Board. 

Investments  in  real  estate  consists  principally  of  Core  Property  investments  which  are  wholly- 
owned  properties  and  Commingled  Fund  investments.  Investments  in  real  estate  are  valued  as 
determined  in  good  faith  under  consistently  applied  procedures  under  the  general  supervision  of 
the  PRIM  Board,  with  input  from  the  real  estate  managers  and  other  advisers.  PRIPs  Core 
Property  investments  are  independently  appraised  once  a  year.  Core  Property  Managers  are 
required  to  review  the  values  of  all  properties  on  a  quarterly  basis.  At  June  30,  1999  and  1998, 
investments  in  real  estate  at  value  are  net  of  a  valuation  reserve  amounting  to  approximately 
$8,434,000  and  $1 1,946,000,  respectively. 

Alternative  investments  are  typically  made  through  limited  partnerships  that,  in  turn,  invest  in 
venture  capital,  leveraged  buyouts,  private  placements  and  other  investments  where  the  structure, 
risk  profile  and  return  potential  differ  from  traditional  equity  and  fixed  income  investments. 
These  investments  are  reflected  at  estimated  fair  values  as  determined  in  good  faith  under 
consistently  applied  procedures  under  the  general  supervision  of  the  PRIM  Board  with  input 
from  the  alternative  investment  managers  and  other  advisors. 

Concentrations  of  credit  risk  may  exist  if  a  number  of  companies  in  which  PRIT  has  invested  are 
engaged  in  similar  activities  and  have  similar  economic  characteristics  that  could  cause  their 
ability  to  meet  contractual  obligations  to  be  similarly  affected  by  changes  in  economic  or  other 
conditions.  To  mitigate  its  exposure  to  concentrations  of  credit  risk,  PRIT  invests  in  a  variety  of 
industries  located  in  diverse  geographic  areas. 

Income 

Dividend  income  is  recorded  on  the  ex-dividend  date  and  interest  income  is  accrued  as  earned. 
For  the  year  ended  June  30,  1999,  foreign  taxes  withheld  of  $5,710,929  and  $38,974  and  for  the 
year  ended  June  30,  1998,  $6,893,580  and  $3,952,793  have  been  netted  against  dividend  income 
and  interest  income,  respectively,  in  the  Statement  of  Operations  of  the  Capital  Fund. 
Investment  income  on  real  estate  and  alternative  investments  is  recorded  on  the  cash  distribution 
basis. 

Forward  Foreign  Currency  Contracts 

A  forward  foreign  currency  contract  is  an  agreement  between  two  parties  to  buy  or  sell  a 
currency  at  a  set  price  on  a  future  date.  PRIT  may  enter  into  forward  currency  contracts  to  hedge 
its  exposure  to  the  effect  of  changes  in  foreign  currency  exchange  rates  upon  its  foreign  portfolio 
holdings.  The  market  value  of  such  contracts  will  fluctuate  with  changes  in  currency  exchange 
rates.  The  contracts  are  marked-to-market  daily  and  the  change  in  market  value  is  recorded  by 
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NOTES  TO  FINANCIAL  STATEMENTS,  Continued 

PRIT  as  an  unrealized  gain  or  loss.  When  the  contract  is  closed,  PRIT  records  a  realized  gain  or 
loss  equal  to  the  difference  between  the  value  of  the  contract  at  the  time  it  was  opened  and  the 
value  at  the  time  it  was  closed. 

Financial  Futures  Contracts 

A  financial  futures  contract  is  an  agreement  between  two  parties  to  buy  or  sell  units  of  a 
particular  index  or  a  certain  amount  of  a  U.S.  government  security  at  a  set  price  on  a  future  date. 

PRIT  may  purchase  and  sell  financial  futures  contracts  to  hedge  against  the  effect  of  changes  in 
the  values  of  securities  it  owns  or  expects  to  purchase. 

Upon  entering  into  such  a  contract,  PRIT  is  required  to  pledge  to  the  broker  an  amount  of  cash  or 
securities  equal  to  the  minimum  "initial  margin"  requirement  of  the  contract.  Pursuant  to  the 
contract,  PRIT  agrees  to  receive  from,  or  pay  to,  the  broker  an  amount  of  cash  equal  to  the  daily 
fluctuation  in  value  of  the  contract.  Such  receipts  or  payments  are  known  as  "variation  margin" 
and  are  recorded  by  PRIT  as  unrealized  gains  or  losses.  When  the  contract  is  closed,  PRIT 
records  a  realized  gain  or  loss  equal  to  the  difference  between  the  value  of  the  contract  at  the 
time  it  was  opened  and  the  value  at  the  time  it  was  closed. 

The  potential  risk  to  PRIT  is  that  the  change  in  value  of  futures  contracts  primarily  corresponds 
with  the  value  of  underlying  instruments  which  may  not  correspond  to  the  change  in  value  of  the 
hedged  instruments.  In  addition,  there  is  a  risk  that  PRIT  may  not  be  able  to  close  out  its  futures 
positions  due  to  an  illiquid  secondary  market  or  the  potential  inability  of  a  counterparty  to  meet 
the  terms  of  a  contract.  Risks  may  also  arise  from  unanticipated  movements  in  the  value  of  a 
foreign  currency  relative  to  the  U.S.  dollar. 

Foreign  Currency  Translation 

The  accounting  records  of  PRIT  are  maintained  in  U.S.  dollars.  Investment  securities  and  other 
assets  and  liabilities  denominated  in  a  foreign  currency  are  translated  into  U.S.  dollars  at  the 
prevailing  rates  of  exchange  at  period  end.  Purchases  and  sales  of  securities,  income  receipts, 
and  expense  payments  are  translated  into  U.S.  dollars  at  the  prevailing  exchange  rate  on  the 
respective  dates  of  the  transactions. 

Net  realized  gains  and  losses  on  foreign  currency  transactions  represent  principally  net  gains  and 
losses  from  sales  and  maturities  of  forward  currency  contracts,  disposition  of  foreign  currencies, 
currency  gains  and  losses  realized  between  the  trade  and  settlement  dates  on  securities 
transactions. 

Unrealized  net  currency  gains  and  losses  from  valuing  foreign  currency-denominated  assets  and 
liabilities  and  foreign  equity  securities  at  period-end  exchange  rates  are  reflected  as  a  component 
of  net  unrealized  appreciation  (depreciation)  on  investments.  For  financial  reporting  purposes,  it 
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NOTES  TO  FINANCIAL  STATEMENTS,  Continued 

is  not  practicable  to  isolate  that  portion  of  the  results  of  operations  arising  as  a  result  of  changes 
in  foreign  exchange  rates  from  the  fluctuations  arising  from  changes  in  the  market  price  of 
securities  during  the  period. 

Capital  Fund 

Upon  payment  by  a  Participating  or  Purchasing  System  in  cash  or  in  kind  into  the  PRIT  Capital 
Fund:  General  Allocation  Account,  the  Trustees  issue  such  system  units  of  participation  equal  to 
the  total  value  of  the  contribution.  The  value  of  each  unit  is  determined  by  dividing  the  value  of 
the  net  assets  of  the  Capital  Fund:  General  Allocation  Account  by  the  number  of  units 
outstanding  for  the  General  Allocation  Account  at  each  month-end  valuation  date.  The  unit 
values  for  the  Segmented  Accounts  in  the  Capital  Fund  are  determined  in  the  same  manner  as  the 
Capital  Fund:  General  Allocation  Account. 

At  June  30,  1999,  the  State  Teachers'  Retirement  System  and  the  State  Employees'  Retirement 
System  account  for  the  ownership  of  49%  and  48%,  respectively,  of  the  Capital  Fund:  General 
Allocation  Account's  total  units  outstanding. 

Net  investment  income,  realized  and  unrealized  gains  (losses)  are  added  to,  or  subtracted  from, 
the  value  of  the  Capital  Fund  or  the  individual  accounts.  Thus,  the  unit  price  fluctuates  with 
performance  of  the  Capital  Fund  or  the  individual  Accounts  while  the  number  of  units  generally 
changes  only  when  a  System  makes  a  purchase  or  a  redemption. 

Cash  Fund 

The  price  of  the  Cash  Fund  units  is  determined  by  dividing  the  value  of  the  net  assets  of  the  Cash 
Fund  by  the  number  of  units  outstanding.  In  order  to  maintain  a  stable  net  unit  value,  all  Cash 
Fund  earnings  are  reinvested  in  the  Cash  Fund  and  are  reflected  in  the  Statement  of  Changes  in 
Net  Assets  together  with  the  Systems'  contributions. 

Use  of  Estimates  in  the  Preparation  of  Financial  Statements 

The  preparation  of  financial  statements  in  conformity  with  generally  accepted  accounting 
principles  requires  management  to  make  estimates  and  assumptions  that  affect  the  reported 
amounts  of  assets  and  liabilities  and  disclosure  of  contingent  assets  and  liabilities  at  the  date  of 
the  financial  statements  and  the  reported  amounts  of  revenues  and  expenses  during  the  reporting 
period.  Actual  results  could  differ  from  those  estimates. 

Comparative  Financial  Information 

The  financial  statements  include  certain  prior-year  summarized  comparative  information  in  total 
but  not  by  separate  Capital  Fund  and  Cash  Fund  classification.  Such  information  does  not 
include  sufficient  detail  to  constitute  a  presentation  in  conformity  with  generally  accepted 
accounting  principles.  Accordingly,  such  information  should  be  read  in  conjunction  with  PRIT's 
audited  financial  statements  for  the  year  ended  June  30,  1998,  from  which  the  summarized 
information  was  derived. 
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PENSION  RESERVES  INVESTMENT  TRUST  FUND 


NOTES  TO  FINANCIAL  STATEMENTS,  Continued 

Accumulated  undistributed  net  investment  income  and  realized  gains  on  investments  are 
included  in  Paid-in  capital  in  the  Statements  of  Assets  and  Liabilities. 

3.  Management  Fees: 

In  accordance  with  the  PRIM  Board's  operating  trust,  all  expenses  incurred  by  the  PRIM  Board  in 
managing  PRIT  are  charged  to  PRIT  in  the  form  of  management  fees.  These  expenses  consist  of 
investment  management  fees,  investment  advisory  fees,  custodian  and  other  professional  fees  as 
well  as  salaries  and  other  operating  expenses  of  the  PRIM  Board. 

Investment  Managers 

Investment  management  fees  are  paid  to  each  of  the  PRIM  Board's  discretionary  managers 
pursuant  to  written  contracts.  The  fees  are  calculated  and  paid  on  a  quarterly  basis. 

In  most  cases,  equity  managers  are  paid  a  base  fee  plus  a  "performance  fee"  component. 
Performance  fees  are  paid  to  investment  managers  that  outperform  a  contractual  benchmark 
during  the  manager's  measurement  period.  This  measurement  period  is  one  year  from  the  date  of 
the  manager's  investment  management  agreement.  Investment  manager  performance  fees  are 
accrued  through  the  anniversary  date  of  the  contract.  For  the  years  ended  June  30,  1999  and 
1998,  investment  manager  performance  fees  include  estimated  accruals  of  $7,764,933  and 
$7,337,610,  respectively,  which  represents  estimated  performance  fees  based  on  the  investment 
manager's  out  performance  of  the  benchmarks  for  a  period  less  than  a  full  year,  specifically  from 
the  anniversary  date  of  the  investment  management  agreement  to  the  respective  fiscal  year  ends. 

Fixed-Income  managers  are  generally  paid  on  an  asset-based  fee  basis  with  no  performance 
component. 

The  separate  account  real  estate  relationships  which  the  PRIM  Board  has  negotiated  are  typified 
by  a  base  fee  during  the  holding  period  of  the  investment,  with  a  performance  fee  component 
that  may  be  payable  when  the  original  investment  is  sold  or  the  relationship  is  terminated. 
Commingled  real  estate  funds  generally  charge  fees  that  are  based  on  net  asset  value. 

Fees  for  alternative  investments  are  typically  a  percentage  of  committed  capital  with  the  fee 
percentage  decreasing  over  time. 

Most  investment  management  fees  for  alternative  investment  and  real  estate  partnerships  are 
charged  by  the  general  partners  to  the  investment  partnerships  and  not  to  the  limited  partner 
investors  directly.  Therefore,  these  partnerships  incur  the  expense,  pay  the  fee  and  report  income 
to  the  limited  partners  net  of  those  "non-cash"  investment  management  fees.  For  the  years  ended 
June  30,  1999  and  1998,  such  non-cash  management  fees  charged  at  the  partnership  level 
amounted  to  $21,984,925  and  $15,296,312,  respectively. 
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PENSION  RESERVES  INVESTMENT  TRUST  FUND 
NOTES  TO  FINANCIAL  STATEMENTS,  Continued 


Investment  Advisors 

Wilshire  Associates,  Inc.,  The  Townsend  Group,  and  Pathway  Capital  Management  LLC  serve 
as  PRIM  Board's  principal  pension  investment  advisors.  These  investment  advisors  provide  the 
PRIM  Board  with  comprehensive  pension  investment  advisory  services,  including 
recommendations  on  asset  allocations,  selection  of  investment  managers,  and  the  measurement 
of  external  and  internal  performance  of  PRIT  and  the  individual  investment  managers. 

For  the  years  ended  June  30,  1999  and  1998,  as  compensation  for  their  services,  investment 
advisors  received  fees  aggregating  approximately  $1,442,000  and  $1,156,000,  respectively. 

Custodian 

State  Street  Bank  (State  Street)  was  the  PRIT  investment  custodian  and  recordkeeper  through 
June  30,  1999.  State  Street  recorded  all  daily  transactions  for  PRIT,  including  investment  sales 
and  purchases,  investment  income  and  expenses  incurred  by  PRIT  and  all  fund  unit  activity  for 
the  PRIT  member  systems.  State  Street  also  provided  portfolio  performance  analysis.  For  each 
of  the  years  end  June  30,  1999  and  1998,  State  Street's  compensation,  based  on  a  flat  fee, 
amounted  to  $704,000. 

Effective  July  1,  1999,  the  PRIM  Board  entered  into  a  three-year  contract  with  Mellon  Bank  to 
serve  as  its  investment  custodian  and  recordkeeper.  Mellon  Bank's  compensation  will  be  based 
on  an  all-inclusive  flat  fee  of  $  1 . 1  million  per  year. 

Other  Fees 

For  the  years  ended  June  30,  1999  and  1998,  the  remaining  management  fees  of  approximately 
$2,1 16,000  and  $2,007,500,  respectively,  consisted  of  reimbursements  and  accruals  of  operating 
expenses,  including  employee  compensation,  professional  fees  and  occupancy  costs  of  the  PRIM 
Board. 


4.   Purchases  and  Sales  of  Investments: 

During  the  year  ended  June  30,  1999,  the  approximate  cost  of  investments  purchased  and  the 
proceeds  from  investments  sold,  excluding  short-term  investments,  were  approximately 
$20,633,000,000  and  $18,940,000,000,  respectively.  During  the  year  ended  June  30,  1998,  the 
cost  of  investments  purchased  and  the  proceeds  from  investments  sold,  excluding  short-term 
investments,  were  approximately  $19,238,000,000  and  $18,1 12,000,000,  respectively. 
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PENSION  RESERVES  INVESTMENT  TRUST  FUND 
NOTES  TO  FINANCIAL  STATEMENTS,  Continued 


5.     Commitments  and  Contingencies: 

As  of  June  30,  1999,  PRIT  had  outstanding  commitments  to  invest  approximately  $233,579,000  in 
real  estate  and  $943,549,000  in  alternative  investments.  The  fair  value  of  the  proposed  investment 
commitments  approximates  their  stated  value. 

6.  Security  Lending  Program: 

PRIT  participates  in  a  third  party  security  lending  program  using  Goldman  Sachs  &  Co. 
("Goldman")  as  its  lending  agent.  Under  this  program,  PRIT  receives  a  fee  for  allowing  Goldman 
to  borrow  from  PRIT  certain  securities  for  a  predetenriined  period  of  time,  securing  such  loans 
with  collateral  typically  equaling  102%  of  the  market  value  of  the  security  borrowed  on  domestic 
securities  and  105%  on  borrowings  of  international  securities.  Through  June  30,  1999  all 
collateral  (U.S.  Treasury  securities)  was  held  by  PRIT's  custodian.  The  collateral  securities  cannot 
be  pledged  or  sold  by  PRIT  unless  the  borrower  defaults.  The  agreement  with  Goldman  and  the 
Operations  Support  Agreement  with  PRITs  custodian  require  Goldman  and  PRIT's  custodian  to 
indemnify  PRIT  in  the  event  that  Goldman  fails  to  return  the  securities  (and  if  the  collateral  is 
inadequate  to  replace  the  securities  on  loan)  or  if  Goldman  or  PRIT's  custodian  fail  to  perform 
their  obligations  pursuant  to  their  respective  agreements.  At  June  30,  1999  and  1998,  the  market 
value  of  the  securities  on  loan  was  approximately  $1,292,000,000  and  $1,190,000,000, 
respectively.  At  June  30,  1999  and  1998,  the  value  of  the  collateral  including  accrued  interest, 
amounted  to  approximately  $1,394,000,000  and  $1,239,000,000,  respectively.  As  of  June  30, 
1999  and  1998,  securities  on  loan  are  included  in  investments  at  fair  value  in  the  accompanying 
Statement  of  Assets  and  Liabilities. 

As  a  condition  to  the  agreement  with  Goldman,  PRIT  is  entitled  to  receive  the  greater  of  an  annual 
flat  fee  of  $5.5  million  payable  in  monthly  installments,  or  80%  of  the  security  lending  income 
earned  by  Goldman  upon  PRITs  portfolio  securities  for  the  calendar  year. 

At  June  30,  1999,  PRIT  has  concluded  that  it  does  not  have  credit  risk  exposure  to  the  borrower 
because  the  amounts  PRIT  owes  the  borrower  exceed  the  amounts  the  borrower  owes  PRIT. 


7.   Fair  Valued  Securities  -  Real  Estate  and  Alternative  Investments: 

The  financial  statements  include  real  estate  and  alternative  investments  valued  at  $2,481,029,158 
at  June  30,  1999,  representing  approximately  9%  of  net  assets  ($1,943,727,379  at  June  30,  1998, 
representing  approximately  8%  of  net  assets),  whose  estimated  fair  value  has  been  determined 
under  the  general  supervision  of  the  PRIM  Board,  with  input  from  real  estate  and  alternative 
investment  managers  and  other  advisers,  in  the  absence  of  readily  ascertainable  market  values. 
However,  because  of  the  inherent  uncertainty  of  valuation,  those  estimated  values  may  differ 
significantly  from  the  values  that  would  have  been  used  had  a  ready  market  for  the  investments 
existed,  and  the  differences  could  be  material.  Included  in  the  Real  Estate  portfolio  are  Real  Estate 
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PENSION  RESERVES  INVESTMENT  TRUST  FUND 


NOTES  TO  FINANCIAL  STATEMENTS,  Continued 

Investment  Trusts  (REITs),  which  are  publicly  traded  securities  and  are  valued  in  the  same  manner 
as  PRIT's  national  exchange  traded  equity  securities.  At  June  30,  1999  and  1998,  investment  in 
REITs  amounted  to  $93,658,1 14  and  $87,552,369,  respectively. 


8.  Cash  Equivalents  and  Investment  Risk  Levels: 

Cash  represents  amounts  in  bank  depository  accounts.  Of  the  total  cash  balance,  $100,000  is 
insured;  the  remaining  balance  is  uninsured  and  not  collateralized. 

All  of  PRIPs  investments  (excluding  Money  Markets,  Real  Estate  and  Alternative  Investments 
which  are  not  required  to  be  categorized)  are  categorized  as  Risk  Category  1 ,  which  is  defined  by 
GASB  Statement  No.  3  as  insured  or  registered  or  held  by  PRIT  or  its  agent  in  PRIPs  name.  For 
the  years  ended  June  30,  1999  and  1998,  State  Street  was  the  custodian  for  a  majority  of  the 
investments  of  PRIT. 

9.  State  Appropriation: 

Those  systems  qualifying  as  Participating  Systems  (except  the  State  Employees'  Retirement 
System  and  the  State  Teachers'  Retirement  System)  share  in  an  appropriation  made  to  PRIT  by 
The  Commonwealth  of  Massachusetts  pursuant  to  G.L.,  Chapter  32,  Section  22B  based  on  the 
Participating  Systems'  net  assets  in  PRIT  at  the  beginning  of  the  fiscal  year.  The  annual 
appropriation  of  approximately  $5.9  million  for  fiscal  year  1999  is  included  in  contributions  in  the 
Statement  of  Changes  in  Net  Assets. 


10.  Financial  Instruments  with  Off-Balance  Sheet  Risk: 

PRIT  regularly  trades  financial  instruments  with  off-balance  sheet  risk  in  the  normal  course  of  its 
investing  activities  to  assist  in  managing  exposure  to  market  risks  such  as  interest  rates.  These 
financial  instruments  include  forward  foreign  currency  exchange  contracts  and  financial  futures 
contracts. 

The  notional  or  contractual  amounts  of  these  instruments  represent  the  investment  PRIT  has  in 
particular  classes  of  financial  instruments  and  does  not  necessarily  represent  the  amount 
potentially  subject  to  risk.  The  measurement  of  the  risks  associated  with  these  instruments  is 
meaningful  only  when  all  related  and  offsetting  transactions  are  considered.  See  Note  2  for 
descriptions  of  forward  foreign  currency  and  financial  futures  contracts  as  well  as  the  "Schedule  of 
Investments"  for  specific  forward  foreign  currency  and  financial  futures  contracts  outstanding. 
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PENSION  RESERVES  INVESTMENT  TRUST  FUND 


SCHEDULES  OF  INVESTMENTS 

June  30,  1999 

Shares/ 

Par  Value                        Description  Cost  Fair  Value 
DOMESTIC  EQUITIES  -46.9% 

30,953,769     Business  Services                                     $     661,803,434  $  843,683,775 

21,492,963     Capital  Goods  533,833,806  845,800,205 

9,285,732     Consumer  Durables  215,836,799  300,661,787 

25,244,169     Consumer  Non  Durables  671,955,555  869,413,014 

22,588,399     Consumer  Services  444,113,485  687,894,954 

18,190,565     Energy  517,603,184  693,896,965 

42,207,328     Financial  Services  1,214,740,830  1,870,098,048 

44,123,461     Healthcare  959,835,917  1,434,067,697 

15,867,168     Raw  Materials  432,955,584  503,807,300 

22,491,230     Retail  405,811,687  762,949,626 

68,387,623     Technology  1,375,194,647  2,676,027,113 

5,822,890     Transportation  124,439,336  161,620,038 

23,934,641      Utilities  648,663,393  1,177,681,181 

1,194,930     Miscellaneous  40,333,736  .  54,414,243 

TOTAL  DOMESTIC  EQUITIES  8,247,121,393  12,882,015,946 


DOMESTIC  FIXED-INCOME  INVESTMENTS  -  11.1% 

Corporate  Bonds 

$  1,046,672,000     Finance  and  Banking  with  rates  ranging 
from  0%  to  11.75%  and  maturities 

ranging  from  1999  to  2049  1,047,203,000  1,019,335,632 

900,649,925     Industrials  with  fixed  rates  ranging  from 
0%  to  14%  and  maturities  ranging  from 

1999  to  2049  855,295,878  818,865,770 

234,076,026     Utilities  with  rates  ranging  from  1%  to 
13.5%  and  maturities  ranging  from 

1999  to  2033  229,694,977  223,715,430 

58,031,425     Miscellaneous  with  rates  ranging  from 
0%  to  14%  and  maturities  ranging 

from  2001  to  2009  51,381,969  53,563,071 

Total  Corporate  Bonds  2,183,575,824  2,115,479,903 


The  accompanying  notes  are  an  integral  part  of  the  financial  statements 
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PENSION  RESERVES  INVESTMENT  TRUST  FUND 
SCHEDULES  OF  INVESTMENTS,  Continued 

June  30,  1999 


Shares/ 
Par  Value 


$  205,535,848 


160,760,000 


585,854,528 


Description 

Other  Fixed-Income  Investments 

Asset-backed  securities  with  rates 
ranging  from  4%  to  10.875%  and 
maturities  ranging  from  2000  to  2029 

Convertible  Bonds  with  rates  ranging 
from  0%  to  8.25%  and  maturities 
ranging  from  2000  to  2018 

Collateralized  Mortgage  Obligations  with 
rates  ranging  from  2.09%  to  15.25%  and 
maturities  ranging  from  2000  to  2035 


21,352,598  Other  Marketable  Mortgage  obligations 
with  rates  ranging  from  5.06%  to  7.65% 
and  maturities  ranging  from  2008  to  2026 

8,135,000     Municipal  obligations  with  rates  ranging 

from  7.43%  to  9.75%  and  maturities 
ranging  from  2016  to  2036 

Total  Other  Fixed-Income  Investments 


Cost 


Fair  Value 


$     206,884,470       $  203,709,237 


132,379,915 


582,176,155 


20,846,313 


8,471,968 


950,758,821 


138,540,570 


567,940,371 


20,450,148 


8,511.102 


939,151,428 


TOTAL  DOMESTIC  FIXED-INCOME 
INVESTMENTS 


3,134,334,645 


3,054,631,331 


The  accompanying  notes  are  an  integral  part  of  the  financial  statements 
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PENSION  RESERVES  INVESTMENT  TRUST  FUND 


SCHEDULES  OF  INVESTMENTS,  Continued 

June  30,  1999 

Shares/ 

Par  Value  Description  Cost  Fair  Value 

U.S.  GOVERNMENT  AGENCY  AND 
TREASURY  OBLIGATIONS  - 10.1% 

$  1 ,784,463,539  U.S.  Government  obligations  sponsored 
and  guaranteed  with  rates  ranging  from 
5.5%  to  13.5%  and  maturities  ranging 

from  1999  to  2036  $  1,766,887,269       $  1,749,506,589 

258,072,71 9     Federal  Agency  securities  with  rates 

ranging  from  0%  to  9.25%  and  maturities 

ranging  from  2000  to  2045  252,768,333  245,656,067 

738,729,504     United  States  Treasury  Bonds/Notes 
with  rates  ranging  from  3.63%  to  14% 

and  maturities  ranging  from  1999  to  2029  789,045,998  785,789,693 


TOTAL  U.S.  GOVERNMENT  AGENCY 

AND  TREASURY  OBLIGATIONS  2,808,701,600  2,780,952,349 


MONEY  MARKET  INVESTMENTS  -  2.2% 

Various  Money  Market  Investments  611,937,358  611,946,517 

TOTAL  MONEY  MARKET  INVESTMENTS  611,937,358  611,946,517 


REAL  ESTATE  -  4.8% 


Commingled  Funds  118,996,641  103,380,921 

Separate  Core  Accounts  1,081,511,948  1,116,721,677 

REITs  95,864,584  93,658,114 

TOTAL  REAL  ESTATE  1,296,373,173  1,313,760,712 


The  accompanying  notes  are  an  integral  part  of  the  financial  statements 
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PENSION  RESERVES  INVESTMENT  TRUST  FUND 


SCHEDULES  OF  INVESTMENTS,  Continued 

June  30,  1999 

Shares/ 

Par  Value                         Description  Cost  Fair  Value 
ALTERNATIVE  INVESTMENTS  -  4.2% 

Venture  Capital  $   294,274,920      $  385,166,805 

Special  Equity  669,494,227  782,022,638 
State  Employees'  and  Teachers' 

separate  account   -   79,003 

TOTAL  ALTERNATIVE  INVESTMENTS  963,769,147  1,167,268,446 

INTERNATIONAL  EQUITIES  - 19.3% 

247,014,941      Business  Industries  307,098,648  395,395,329 

87,631,160     Capital  Goods  275,313,529  361,136,874 

19,845,948     Commingled  Funds  781,190,426  824,705,164 

17,988,095     Consumer  Durables  307,115,034  371,779,917 

169,732,454     Consumer  Nondurables  195,527,093  195,378,068 

40,342,053     Consumer  Services  289,460,509  350,048,531 

20.327,683     Energy  204,479,086  229,344,900 

441,482,911      Finance  Services  720,783,998  832,718,032 

6,495,525     Health  Care  197.093,510  232.786,993 

42,915,082     Raw  Materials  318,561,752  343,070,886 

21,472,907     Retail  143,079,003  154,115,128 

31,462.154     Technology  319,803,608  454,749,848 

45,973,168     Transportation  83,454,595  92,928,871 

49,239,119     Utilities  230,434,738  321,917,083 

1,593,499,442     Miscellaneous  128,315,156  133,439,629 

TOTAL  INTERNATIONAL  EQUITIES  4.501.710.685  5  293.515.253 

INTERNATIONAL  FIXED  -  INCOME  - 1.4% 

Government  obligations  with  rates  ranging 
from  8%  to  1 1 .9%  and  maturities  from 

2003  to  2007  5,146,456  5,281,939 

Corporate  Bonds  with  rates  ranging 
from  0.95%  to  3%  and  maturities  from 

1999  to  2002  557,871  576.535 


The  accompanying  notes  are  an  integral  part  of  the  financial  statements 
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PENSION  RESERVES  INVESTMENT  TRUST  FUND 


SCHEDULES  OF  INVESTMENTS,  Continued 

June  30,  1999 

Shares/ 

Par  Value  Description  Cost  Fair  Value 

$   423,107,404     Yankee  Bonds  with  rates  ranging  from 
0%  to  13%  and  maturities  from 

1999  to  2029  $     395,016,929       $  386,068,135 

TOTAL  INTERNATIONAL  FIXED-INCOME  400.721.256  391.926  609 

TOTAL  INVESTMENTS  - 100%  $21,964,669,257  $27,496,017,163 


A  detailed  portfolio  listing  is  available  for  review  at  the  offices  of  the  Pension  Reserves  Investment  Management 
Board. 


The  accompanying  notes  are  an  integral  part  of  the  financial  statements 
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PENSION  RESERVES  INVESTMENT  TRUST  FUND 


SCHEDULES  OF  INVESTMENTS,  CONTINUED 

June  30,  1999 
Forward  Foreign  Currency  Contracts  Outstanding 

Unrealized 

Aggregate               Delivery  Appreciation/ 
Market  Value  Face  Value   Date   (Depreciation) 


(B) 

Australian  Dollar 

$  7,397,214 

(S) 

Australian  Dollar 

15,843,189 

(B) 

Brazilian  Real 

247,510 

(B) 

Czech  Koruna 

153.169 

(S) 

Czech  Koruna 

264,868 

(B) 

Euro 

74,460,666 

(S) 

Euro 

502,841,233 

(B) 

Greek  Drachma 

111.560 

(B) 

Hong  Kong  Dollar 

357,593 

(S) 

Hong  Kong  Dollar 

309,334 

(S) 

Hungarian  Forint 

29,777 

(S) 

Indonesian  Rupiah 

80,552 

(B) 

Japanese  Yen 

33,891,035 

(S) 

Japanese  Yen 

72,591 ,246 

(S) 

Polish  Zloty 

137.450 

(B) 

Pound  Sterling 

213.430,498 

(S) 

Pound  Sterling 

280,630,582 

(B) 

Singapore  Dollar 

971,551 

(B) 

South  African  Rand 

196.768 

(B) 

Swedish  Krona 

42,961.695 

(S) 

Swedish  Krona 

43,408.663 

(S) 

Swiss  Franc 

41.954,895 

(B) 

Thailand  Baht 

3,157 

(S) 

Thailand  Baht 

136.192 

$        7,396,597  07/01-10/28/99           $  617 

15.637,303  07/06-10/28/99  (205,886) 

250,620  07/01-07/02/99  (3,110) 

154,065  07/08/99  (896) 

262,224  07/01/99  (2,644) 

74,559,941  07/30-10/28/99  (99,275) 

520.308,708  07/02-10/28/99  17,467,475 

112.062  07/01/99  (502) 

357,544  07/01/99  49 

309,083  07/06/99  (251) 

29,781  07/01/99  4 

82,161  07/01/99  1,609 

34,061,544  07/01-10/28/99  (170,509) 

73,161,656  07/01-10/28/99  570.410 

137,388  06/30-07/01/99  (62) 

217,314,103  07/02-12/31/99  (3,883,605) 

284,716,763  07/14-10/28/99  4,086,181 

971.743  07/01-07/06/99  (192) 

196,209  07/01/99  559 

43,368,396  10/28/99  (406,701) 

44,233,004  07/06-10/28/99  824,341 

42,150,372  07/02-10/28/99  195,477 

3,163  07/02-07/06/99  (6) 

135,911  07/02/99   (281) 


$  18,372,802 


(B) =  Buy 
(S)  =  Sell 


The  accompanying  notes  are  an  integral  part  of  the  financial  statements. 
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PENSION  RESERVES  INVESTMENT  TRUST  FUND 
SCHEDULES  OF  INVESTMENTS,  CONTINUED 

June  30,  1999 
FUTURE  CONTRACTS 


Purchased 

345  Treasury  Bond 
949  Treasury  Note 
40  S&P  500  Index 


Unrealized 

Expiration  Notional  Appreciation/ 

Date   Value  (Depreciation) 


September  1999      $   39,987,656      $  (51,023) 

September  1999        105,516,938  124,328 

September  1999          13,817,000  513,275 

$  586,580 


The  accompanying  notes  are  an  integral  part  of  the  financial  statements. 

21 


PENSION  RESERVES  INVESTMENT  TRUST  FUND 
SCHEDULES  OF  INVESTMENTS,  CONTINUED 

June  30,  1998 

Shares/ 


'ar  Value 

Description 

Cost 

Fair  Value 

DOMESTIC  EQUITIES  -  48.3% 

18,260,577 

Business  Industries 

$  474,109,976 

$  532,333,035 

18,122,044 

Capital  Goods 

A  A  O  *i  A&  ATA 

442,346,059 

634,757,894 

51,832,880 

Consumer  Basics 

1,354,755,580 

2,085,698,919 

8,181,331 

Consumer  Durables  Goods 

187,988.186 

286,965,204 

23,712,269 

Consumer  Nondurables 

515,508,553 

795,566,042 

14,240,748 

Consumer  Services 

223,213,843 

295,511,703 

16,450,200 

Energy 

532,956,370 

685,709,105 

40,687,548 

Finance 

1,612,396,907 

2,136,557,970 

26,509,292 

General  Business 

545,990,698 

790,289,060 

2,907,093 

Shelter 

66,298,121 

92,241,656 

53,558,489 

Technology 

1,295,823,739 

1,811,265,330 

4,072,816 

Transportation 

94,138,398 

103,912,678 

18,483,474 

Utilities 

550,943,451 

796,386,833 

36,076,650 

Miscellaneous 

628,367,331 

723,888,051 

TOTAL  DOMESTIC  EQUITIES 

8,524,837,212 

11,771,083,480 

DOMESTIC  FIXED-INCOME  INVESTMENTS  - 10.8% 

Corporate  Bonds 

$    595,782,000     Finance  and  Banking  with  rates  ranging 
from  1%  to  11.75%  and  maturities 

ranging  from  1 998  to  2035  600, 1 03,742  599.977,587 

287,613,000     Industrials  with  fixed  rates  ranging  from 

0%  to  12.58%  and  maturities  ranging  from 

1 998  to  2037  281 ,796,41 5  288,588,458 

203,982,516     Utilities  with  rates  ranging  from  0%  to 
12.75%  and  maturities  ranging  from 

1 998  to  2033  1 93,852,726  1 97,438,907 

924,884,224     Miscellaneous  with  rates  ranging  from 
0%  to  13.5%  and  maturities  ranging 

from  1998  to  2045  883,048,120  899,756,319 

35,780,385     Transportation  with  rates  ranging  from 
5%  to  10.38%  and  maturities  ranging 

from  2000  to  2029  36,599,988  39,289,429 

Total  Corporate  Bonds  1.995,400,991  2,025,050.700 


The  accompanying  notes  are  an  integral  part  of  the  financial  statements. 
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PENSION  RESERVES  INVESTMENT  TRUST  FUND 


SCHEDULES  OF  INVESTMENTS,  CONTINUED 

June  30,  1998 


Shares/ 
Par  Value 


Description 
Other  Fixed-Income  Investments 


$     29,206,895     Asset-backed  securities  with  rates 

ranging  from  5.375%  to  8%  and  maturities 
ranging  from  2001  to  2007 

123,024,000     Convertible  Bonds  with  rates  ranging 
from  0%  to  8.25%  and  maturities 
ranging  from  2000  to  2018 

245,944,836      Collateralized  Mortgage  Obligations  with 
rates  ranging  from  1%  to  15.25%  and 
maturities  ranging  from  2000  to  2030 

205,115,510  Other  Marketable  Mortgage  obligations 
with  rates  ranging  from  1%  to  12.125% 
and  maturities  ranging  from  2002  to  2031 

10,320,000     Municipal  obligations  with  rates  ranging 

from  6.5%  to  9.75%  and  maturities 
ranging  from  2016  to  2036 

Total  Other  Fixed-Income  Investments 


Cost 


Fair  Value 


$       29,055,691       $  29,438,557 


103,963,140 


244,060,453 


206,100,370 


10,394,963 


593,574,617 


108,029,197 


248,263,890 


207,356,324 


11,398,642 


604,486,610 


TOTAL  DOMESTIC  FIXED-INCOME 
INVESTMENTS 


2,588,975,608 


2,629,537,310 


The  accompanying  notes  are  an  integral  part  of  the  financial  statements. 
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PENSION  RESERVES  INVESTMENT  TRUST  FUND 
SCHEDULES  OF  INVESTMENTS,  CONTINUED 

June  30,  1998 

Shares/ 

Par  Value                             Description  Cost                  Fair  Value 

U.S.  GOVERNMENT  AGENCY  AND 
TREASURY  OBLIGATIONS  - 12.6% 

$1,277,214,012     U.S.  Government  Obligations  sponsored 
and  guaranteed  with  rates  ranging  from 
0%  to  13.5%  and  maturities  ranging  from 

1999  to  2036  $  1,279,533,359       $  1,294,055,371 

554,243,763     Federal  Agency  securities  with  rates 

ranging  from  5.42%  to  11.5%  and  maturities 

ranging  from  1998  to  2045  551,314,687  557,987,425 

1,139,898,775     United  States  Treasury  Bonds/Notes 

with  rates  ranging  from  5.42%  to  13.875% 

and  maturities  ranging  from  1999  to  2029  1,196,595,678  1,228,740,758 
TOTAL  U.S.  GOVERNMENT  AGENCY 

AND  TREASURY  OBLIGATIONS  3,027,443,724  3,080,783,554 
MONEY  MARKET  INVESTMENTS  -  4.0% 

Various  Money  Market  Investments  984,085,690  984,087,949 

TOTAL  MONEY  MARKET  INVESTMENTS  984,085,690  984,087,949 

REAL  ESTATE  -  3.9% 

Commingled  Funds  166,239,600  157,740,850 

Separate  Core  Accounts  492,051,558  520,806,522 

Separate  Noncore  Accounts  190,815,876  180,576,008 

REITs  84,437,072  87,552,369 

TOTAL  REAL  ESTATE  933,544,106  946,675,749 


The  accompanying  notes  are  an  integral  part  of  the  financial  statements. 
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PENSION  RESERVES  INVESTMENT  TRUST  FUND 


SCHEDULES  OF  INVESTMENTS,  CONTINUED 

June  30,  1998 

Shares/ 

Par  Value                             Description  Cost  Fair  Value 

ALTERNATIVE  INVESTMENTS  -  4.1% 

Venture  Capital  $     252,070,866      $  358,224,295 

Special  Equity  469,575,162  638,827,335 
State  Employees'  and  Teachers' 

separate  account   441,162  - 


TOTAL  ALTERNATIVE  INVESTMENTS  722,087,190  997,051,630 

INTERNATIONAL  EQUITIES  - 15.2% 

107,885,413     Business  Industries  232,068,447  215,630,051 

170,327,971      Capital  Goods  237,570,914  265,827,481 

23,902,173     Consumer  Basics  322,530,671  403,515,742 

12,790,668     Consumer  Durables  Goods  227,508,310  268,846,198 

15,763,198     Consumer  Nondurables  196,188,138  199,048,887 

18,706,033     Consumer  Services  71,879,824  69,365,130 

33,151,442     Energy  182,337,728  206,714,155 

133.559,627     Finance  652,788,454  765,730,738 

54,980,540     General  Business  198,586,299  223,873,095 

14,725,750      Shelter  105,745,923  116,908,366 

10,717,739      Technology  135,140,814  147,176,514 

27,419,338     Transportation  60,083,503  61,536,710 

95,495,340      Utilities  290,658,522  342,590,692 

616,691,700     Miscellaneous  376,947,874  410,840,242 

TOTAL  INTERNATIONAL  EQUITIES  3,290,035,421  3,697,604,001 
INTERNATIONAL  FIXED  -  INCOME  -  1.1% 

Government  obligations  with  12.6%  rate 

and  maturiting  in  2003  3,590,890  3,638,963 

Corporate  Bonds  with  rates  ranging 
from  1%  to  8%  and  maturities  from 

1999  to  2007  1,613,714  1,733,831 

Convertible  Bond  with  a  rate  of  ranging 
from  1.9%  to  2%  and  maturities  from 

2002  to  2004  3,989,183  4,073,639 


The  accompanying  notes  are  an  integral  part  of  the  financial  statements. 
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PENSION  RESERVES  INVESTMENT  TRUST  FUND 


SCHEDULES  OF  INVESTMENTS,  CONTINUED 

June  30,  1998 

Shares/ 

Par  Value  Description  Cost  Fair  Value 

$   272,893,599     Yankee  Bonds  with  rates  ranging  from 
6.875%  to  9.6%  and  maturities  from 

1999  to  2026  $     257,423,807       $  263,416,927 


TOTAL  INTERNATIONAL  FIXED-INCOME  266.617.594  272  863  360 

TOTAL  INVESTMENTS  - 1 00%  $  20,337,626,545       $  24,379,687,033 


The  accompanying  notes  are  an  integral  part  of  the  financial  statements. 
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PENSION  RESERVES  INVESTMENT  TRUST  FUND 


SCHEDULES  OF  INVESTMENTS,  CONTINUED 

June  30,  1998 

Forward  Foreign  Currency  Contracts  Outstanding 

Unrealized 


Market 

Aggregate 

Delivery 

Appreciation/ 

Value 

Face  Amount 

Date 

(Depreciation) 

(B) 

Australian  Dollar 

$133,786,916 

$134,387,081 

7/1-10/29/98 

$  (600,165) 

(S) 

Australian  Dollar 

142,318,640 

142,089,649 

7/1-10/29/98 

(228,990) 

(B) 

Brazilian  Real 

15,163 

16,190 

7/8/98 

(1  027) 

(B) 

Deutschemark 

539,305 

544,188 

5/22-7/1/98 

(4,883) 

(S) 

Deutschemark 

39,164,077 

39.448,067 

10/29/98 

283,990 

(B) 

French  Franc 

3,682,476 

3.751,573 

7/6-10/29/98 

(69.097) 

(S) 

French  Franc 

58,442,459 

58,477,993 

10/29/98 

35.534 

(S) 

Hong  Kong  Dollar 

105,889 

105.884 

7/2-7/3/98 

(5) 

(S) 

Indonesian  Rupiah 

8.595 

8.374 

7/1-7/2/98 

(221) 

(B) 

Italian  Lira 

4.692,759 

4,678,128 

7/7/98 

14,631 

(B) 

Japanese  Yen 

249.506.432 

250,037,718 

7/1-10/29/98 

(531,286) 

(S) 

Japanese  Yen 

336,737,288 

336,731,778 

7/1-10/29/98 

(5,510) 

(S) 

New  Zealand  Dollar 

1,278,243 

1,264,467 

7/1-7/3/98 

(13.776) 

(B) 

Philippine  Peso 

21,522 

21,540 

7/3/98 

(18) 

(S) 

Polish  Zloty 

28,357 

28,464 

6/22-6/23/98 

107 

(B) 

Portuguese  Escudo 

2,339,486 

2,331,975 

7/2/98 

7.511 

(B) 

Pound  Sterling 

69,077,882 

68,102,293 

7/1-10/29/98 

975,589 

(S) 

Pound  Sterling 

89,924,117 

88,814,265 

7/1-10/29/98 

(1,109,852) 

(S) 

Singapore  Dollar 

1,799,651 

1,807,538 

7/1-7/7/98 

7,887 

(B) 

South  African  Rand 

14,099 

14,394 

7/3/98 

(295) 

(B) 

Swedish  Krona 

7.951,641 

8.133.958 

10/29/98 

(182,317) 

(S) 

Swedish  Krona 

12,818,278 

13,044,483 

7/2-10/29/98 

226,204 

(B) 

Swiss  Franc 

2,691,219 

2,681,117 

7/1-7/3/98 

10,102 

(S) 

Swiss  Franc 

380,084 

378,597 

7/1-7/2/98 

(1,487) 

$  (1,187,374) 


(B) =  Buy 
(S)  =  Sell 


The  accompanying  notes  are  an  integral  part  of  the  financial  statements. 
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PENSION  RESERVES  INVESTMENT  TRUST  FUND 
SCHEDULES  OF  INVESTMENTS,  CONTINUED 

June  30,  1998 


FUTURE  CONTRACTS 


Unrealized 

Expiration  Notional  Appreciation/ 

Purchased   Date   Value  (Depreciation) 


1 ,004  Treasury  Bond  September  1998  $  124,088,125  $  1,583,627 

881  Treasury  Note  September  1998  100,296,344  308,406 

223  Treasury  Note  December  1998  25,359,281  178,906 

71  S&P  500  Index  September  1998  20,288,250  291,926 


$  2,362,865 


The  accompanying  notes  are  an  integral  part  of  the  financial  statements. 
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REQUIRED  SUPPLEMENTARY  INFORMATION 


P^cb/VaIeRhous^oopers 


PricewaterhouseCoopers  LLP 

160  Federal  Street 
Boston  MA  021 10 
Telephone  (617)439  4390 


REPORT  OF  INDEPENDENT  ACCOUNTANTS  ON 
REQUIRED  SUPPLEMENTARY  INFORMATION 


To  the  Pension  Reserves  Investment  Management  Board 
and  Participating  and  Purchasing  Systems  and  Segmented 
Investors  of  the  Pension  Reserves  Investment  Trust  Fund: 

Our  report  on  the  audit  of  the  financial  statements  of  the  Pension  Reserves  Investment  Trust  Fund 
("PRIT")  as  of  June  30,  1999  and  for  the  year  then  ended  is  presented  in  the  first  section  of  this 
document.  Our  audit  was  conducted  for  the  purpose  of  forming  an  opinion  on  the  basic  financial 
statements  taken  as  a  whole.  The  year  2000  supplementary  information  on  pages  30  and  31  is  not  a 
required  part  of  the  basic  financial  statements  but  is  supplementary  information  required  by  the 
Governmental  Accounting  Standards  Board  ("GASB"),  and  we  did  not  audit  and  do  not  express  an 
opinion  on  such  information.  Further,  we  were  unable  to  apply  to  the  information  certain  procedures 
prescribed  by  professional  standards  because  the  disclosure  criteria  specified  by  GASB  Technical 
Bulletin  TB  98-1,  as  amended,  are  not  sufficiently  specific  and,  therefore,  preclude  the  prescribed 
procedures  from  providing  meaningful  results.  In  addition,  we  do  not  provide  assurance  that  PRIT  is  or 
will  become  year  2000  compliant,  that  PRITs  year  2000  remediation  efforts  will  be  successful  in  whole 
or  in  part,  or  that  parties  with  which  PRIT  does  business  are  or  will  become  year  2000  compliant. 


September  3, 1999 
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PENSION  RESERVES  INVESTMENT  TRUST  FUND 

YEAR  2000  COMPLIANCE  OF  COMPUTER  SYSTEMS 
AND  OTHER  EQUIPMENT 


The  year  2000  ("Y2K")  issue  is  the  result  of  shortcomings  in  many  electronic  data-processing  systems 
and  other  equipment  that  may  adversely  affect  operations  in  the  year  1999  and  beyond.  For  many  years 
programmers  eliminated  the  first  two  digits  from  the  year  when  writing  programs.  Unfortunately,  if  not 
corrected,  many  programs  will  not  be  able  to  distinguish  between  the  year  2000  and  the  year  1900. 
This  may  cause  the  programs  to  process  data  inaccurately  or  stop  processing  data  altogether.  Another 
factor  that  may  cause  problems  in  programs  is  the  leap-year  calculation.  Some  programs  are  unable  to 
detect  the  year  2000  as  a  leap  year.  Problems  affecting  a  wide  range  of  governmental  activities  could 
result  if  computers  and  other  electronic  equipment  that  is  dependent  upon  date  sensitive  coding  are  not 
corrected.  These  problems  have  the  potential  for  causing  a  disruption  to  some  government  operations 
and  may  temporarily  increase  the  cost  of  those  operations. 

General  Description  of  the  Year  2000  Problem  as  it  Relates  to  the  Pension  Reserves  Investment  Trust 
Fund 

The  year  2000  problem  as  it  relates  to  the  Pension  Reserves  Investment  Trust  Fund  ("PRIT")  is  largely 
dependent  on  the  systems  of  its  outside  vendors,  namely  its  investment  managers  and  custodian  bank. 

Resources  Committed 

The  Pension  Reserves  Investment  Management  Board's  (the  "PRIM  Board")  PC-based,  internal  systems 
are  not  "mission  critical"  to  the  operation  of  PRIT  and  accordingly  the  PRIM  Board  did  not  allocate  a 
separate  budget  for  compliance  costs.  Although  some  system  upgrades  were  necessary,  the  expenditures 
were  included  in  the  PRIM  Board's  operating  budget. 

Stages  of  Work 

Awareness  Stage  -  As  a  fiduciary,  the  PRIM  Board  is  obligated  to  protect  the  assets  of  PRIT's 
beneficiaries  and  is  ardently  aware  of  the  exposure  posed  by  the  year  2000  issue.  Starting  in  1997,  the 
PRIM  Board  initiated  a  review  of  its  internal  systems  as  well  as  a  monitoring  plan  of  its  outside  vendors, 
namely  its  investment  managers  and  custodian  bank. 

Assessment  Stage  -  The  PRIM  Board  believes  that  the  year  2000  does  not  pose  a  risk  to  its  internal 
operations,  as  all  of  the  PRIM  Board's  systems  are  Y2K  compliant;  this  includes  the  PRIM  Board's 
internal  accounting  system,  proprietary  investment  databases  and  other  applications.  All  computer 
operations  at  the  PRIM  Board  are  conducted  on  personal  computers,  not  mainframes  as  such.  The  PRIM 
Board's  systems,  as  deployed,  are  not  believed  to  be  susceptible  to  the  millennium  bug. 
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PENSION  RESERVES  INVESTMENT  TRUST  FUND 

YEAR  2000  COMPLIANCE  OF  COMPUTER  SYSTEMS 
AND  OTHER  EQUIPMENT,  Continued 

Remediation  Stage  -  The  PRIM  Board  has  continued  to  track  the  Y2K  compliance  of  its  investment 
managers  and  custodian  bank. 

Validation  and  Testing  -  The  PRIM  Board  has  requested  and  reviewed  status  reports  of  "Y2K 
readiness"  from  all  its  outside  vendors.  As  a  requirement  of  its  Custodian  RFP,  the  PRIM  Board 
required  documentation  supporting  the  banks'  progress  in  their  Y2K  Initiatives.  Mellon  Bank,  the  PRIM 
Board's  chosen  custodian  for  FY2000-2002  clearly  demonstrated  its  ability  to  successfully  transition 
into  the  next  century. 
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